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Principles of Accounting 


In June, 1936, the Executive Committee of the American 
Accounting Association, an association of University instructors 
in accounting, published in The Accounting Review, the journal 
of the Association, a Tentative Statement of Accounting Principles 
Underlying Corporate Financial Statements. 

Since then the quarterly issues of The Accounting Review have 
contained many criticisms and comments on the Statement, and 
other comments have appeared from time to time in the Journal 
of Accountancy. The Association hopes to publish a re-cast and 
extended Statement during the coming year. 

The recently formed English Accounting Research Association 
has shown its interest in the work by obtaining permission to 
re-publish the Statement and by inviting its members to write 
reports on it, which are to be used as the basis of a symposium of 
views to be forwarded to the American Accounting Association 
for the consideration of its Committee. 

The Statement is accordingly re-published in The Accountant 
for December 11, 1937, together with some interesting comments 
in a leading article on the applicability of the principles to English 
conditions and practice. 

The accounting problems considered in the Statement are divided 
into three groups—Costs and Values, Measurement of Income, 
and Capital and Surplus. The propositions enunciated relate to 
the accounts of individual corporative enterprises only and prob- 
lems arising from inter-corporate relationships, such as consoli- 
dated financial statements, are not touched upon. 

The underlying assumption is that “a corporation’s periodic 
financial statements should be continuously in accord with a single 
co-ordinated body of accounting theory, and that the purpose of 
the statement is the expression, in financial terms, of the utilisation 
of the economic resources of the enterprise and the resultant 
thanges in and position of the interests of creditors and investors. 
Accounting is thus not essentially a process of valuation, but the 
allocation of historical costs and revenues to the current and 
succeeding fiscal periods.” 

That axiom is cordially approved by The Accountant as one 
which would be generally acceptable to English accountants, and 
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Australian accountants will find little difficulty in accepting it. 
Unfortunately, however, though more or less tacitly accepted by 
accountants, the principle is by no means clearly understood or 
accepted by the community generally. That is one reason for the 
criticism sometimes voiced against the balance sheet—that it fails 
to present an adequate picture of the current financial position 
of an enterprise. 

The persistent fallacy that a balance sheet purports to be a state- 
ment of current values is the root cause also of most of the mis- 
understandings and controversies regarding depreciation. The 
Accountant pertinently reminds us, in discussing the principles, 
of the English definition of a balance sheet as “‘a statement of 
opinion protected in some instances by valuation.” 

The more that view cf the nature of financial statements as 
prepared by accountants permeates the business community, the 
better will be the understanding of the accountant’s problems, and 
the greater the hope of a proper appreciation of his services. 

But it would be idle to expect laymen to grasp the significance 
of accounting principles in the present condition of uncertainty 
amongst accountants themselves as to the precise rules upon which 
accounting work is based. Consequently, the first step in educating 
the business community in this direction must be the clarification 
and refinement of technical accounting concepts. Too often, we 
fear, accountants tend to follow certain lines of practice rather as 
matters of convention or habit than as closely reasoned principles 
of procedure. 

For this reason alone attempts, such as those made by the 
American Accounting Association and the Accounting Research 
Association, to enunciate fundamental principles and to excite 
critical discussion of basic accounting concepts, are of much more 
than academic interest. We suggest to our readers that they 
should make a careful study of the Tentative Statement of Account- 
ing Principles, and of their application to Australian conditions. 

The more important of the principles, from the Australian stand- 
point as from the English standpoint, are those dealing with Costs 
and Values and the Measurement of Income, since Australian 
company legislation, following the English model, leaves less room 
for uncertainty as to the distinction between Capital and “Earned 
Surplus” than is apparently involved in American methods of 
corporate finance. 

The seven principles relating to problems of costs and values 
are founded upon the axiom that, for balance-sheet purposes, asset 
values are to be measured by reference to historical cost, the “value” 
at any given moment being that portion of original cost which “may 
reasonably be expected to be recoverable in the course of future 
operations.” 

As to the measurement of income the “statement for any given 
period should reflect all revenues properly given accounting recog- 
nition and all costs written off during the period regardless of 
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whether or not they are the results of operations in that period,” 
and the income statement should, where necessary, be divided into 
two sections, so as properly to discriminate between results of 
current operations and transactions of an abnormal or non-recur- 
ring character. The need for adherence, from year to year, to a 
consistent principle in the measurement of income is emphasised 
in the following statement: 

“Income statements for a series of periods should not be distorted 
or artificially stabilised through the practice of creating large 
operating reserves in certain periods and charging to such reserves 
losses in such succeeding periods which it is desired not to reflect 
in the current income statement. Surplus set aside for contingencies 
or for other purposes does not lose its identity and should ultimately 
be restored intact to surplus account. Any loss arising from such 
contingencies should be reflected not in the reserve but in the 
income statement of the period in which the loss is incurred.” 

These extracts from the principles, of course, imperfectly convey 
the full sense of the propositions made in the Statement, but we 
quote them in order to indicate the general trend of thought which 
the Statement embodies, and in the hope of inducing our readers 
to make a more detailed examination of this important document. 


Articles in Overseas Journals 


We notice this month the following articles of particular 
interest : 


The Accountant 

November 20, 1937: Some Notes on Railway Cost Accounting— 

II, by Vernon Summerfield: Redeemable Preference Shares, 

a brief consideration by D. S. J. Dunn of suggested advan- 

tages of the issue of Redeemable Shares: Legal Obstacles to 

Industrial Integration, by Geoffrey Vickers, a paper in which 

the effect of the doctrine of restraint of trade on the enforce- 

ment of agreements intended to mitigate competition is dis- 
cussed. 

November 27, 1937: Leading Article on The Presence of Third 
Parties at Company Meetings, commenting on the case of 
Carruth v. Imperial Chemical Industries Ltd. (reported in 
Accountant Law Reports, November-December, 1937), in 
which the rule was laid down “that outsiders, particularly 
shareholders with opposing interests, should not be present 
at a separate meeting of a class of shareholders”: Meeting 
Procedure—The Writing of Minutes, by F. Bradshaw Makin: 
Some Aspects of City Finance, by Francis R. Stephen, an 
address on the methods of “share pushers” and the need for 
controlling regulation. 

December 4, 1937: Meeting Procedure, II—The Writing of 

Minutes, by F. Bradshaw Makin: A Brief Survey of a Com- 
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plete Mechanised Accounting System, a lecture by W. C. C. 
Hughes, describing a mechanised system for a distributing 
company with a turnover of between £150,000 and £250,000 
a year, including monthly trading statements. 

December 11, 1937: A Tentative Statement of Accounting 
Principles underlying Corporate Financial Statements (by 
the Executive Committee of the American Accounting Asso- 
ciation) and Leading Article thereon: Meeting Procedure, III 
—The Writing of Minutes, by F. Bradshaw Makin: Act of 
God, by N. C. W. Edge, comments on the case of F. Hill & 
Sons Ltd. v. British Airways Ltd., an action for damages in 
respect of damage sustained by one of plaintiff's aeroplanes 
whilst in the custody of defendants. 

December 18, 1937: Leading Article on the principle of recovery 
quantum meruit and the decision of the House of Lords in 
Way v. Latilla: Financial Crises, by Professor J. H. Jones, a 
short review of the two post-war depressions and of the 
possibilities of the near future: Meeting Procedure, I1V—The 
Writing of Minutes, by F. Bradshaw Makin: The Inter- 
relation between Law and Commerce, report of an address by 
His Honour Judge C. F. Frankland: Decimal Coinage, 
Weights and Measures, by W. W. Hardwicke. 

December 25, 1937: Leading Article, Parliament and Company 
Law, commenting on a debate in the House of Commons in 
December on the need for revision of the English Company 
Law. 


The Journal of Accountancy 
December, 1937: Some Observations on Accounting Practice, 
with Special Reference to Inventory Valuation, by John L. 
Harvey. 


The Canadian Chartered Accountant 
December, 1937: The Control and Valuation of Stores, by Cecil 
A. Ellis. 


The Accounting Review 
December, 1937: Economic Considerations of Obsolescence, by 
Edmund Whittaker: Inventory Reserves as an Element of 
Inventory Policy, by Clarence B. Nickerson: Depreciation of 
Industrial Plant, by Ragnar Liljeblad: Accounting Postulates 
an Analysis of the Tentative Statement of Accounting 
Principles, by George R. Husband, and comments on the 
principles by Arthur N. Lorig and Charles T. Sweeney. 





The Incorporated Accountants’ Journal 


December, 1937: Unit Trust Variations: Design of Accounts 
relating to Building and Estate Development. 
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The Certified Accountants’ Journal 
Issues from September to November, 1937, contain interesting 
comments and correspondence on the question of Professional 
Ethics and Private Morals. 
The Cost Accountant 
Cost Accountancy in the Local Government Service: The 
Advantages of Sound Costing as Applied to Public Cleansing 
Operations, by J. W. Drury. 





Readers’ Questions and Replies 


RETURNABLE CONTAINERS DEBITED TO 
CUSTOMERS’ ACCOUNTS 

A Melbourne reader writes as follows: 

Following on Auditing Question 5, as reviewed on page 383 
of the December issue, in practice, would it be necessary to credit 
the individual customer’s accounts with the cost of containers 
standing therein at balancing date and then post them again to 
the individual accounts at the opening of the new financial year? 

Is it an accounting principle that every entry made to Sundry 
Debtors or Creditors should not only be posted to the adjustment 
account in the General Ledger but also to the relative accounts in 
the subsidiary ledgers? It occurs to me that at times unnecessary 
work is involved in carrying out this principle, especially in the 
example reviewed. Could not the extract of Sundry Debtors read: 


ED iia ae ce ae 68 ee ax a8 oc om | Ae a 
Dr co an"ea te Bo “ea de. ak wa oe 30 0 O 
ss 4s oe nee he oe Sp: ee dn ae wa 8 etc 


Total of Balances shown in Sundry Debtors 





Ledger .. Stet eter tous atest erat a 1892 3 4 
Deduct containers as per Journal folio 400 0 0 
Balance as per General Ledger .. .. .. .. .. £1,492 3 4 


This particularly interests me because of its similarity to 
advances made to certain creditors in my own business,, which 
advances are eliminated from the individual accounts at the annual 
balance and debited to the General Ledger account holding the 
provision against the particular expense, a reversing entry being 
made in the new year. It seems wrong to take the debit from the 
personal accounts, where it is necessary for it to be recorded, just 
for the purpose of showing a correct position in the balance sheet 
when a deduction from the extract of Sundry Creditors would 
seem to meet the occasion. 
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Answer 

In our opinion nothing, except rigid adherence to pure theory 
(even if that can be claimed as an advantage) is to be gained by 
reversing the entries in the individual debtors’ accounts for 
balancing purposes only. The treatment suggested by our inquirer 
seems to us to be quite satisfactory, and we do not think that Mr. 
Quain's discussion contemplated any balancing date adjustments 
in the individual accounts. The vital point with which he was 
concerned was the proper distinction in the balance sheet between 
debtors and stocks of containers. 


CHARITABLE ORGANISATION ACCOUNTS 


K.G., a South Australian reader, writes: 

I am accountant to a charitable organisation and would be pleased 
of advice on the following points: 

(a) No balance sheets have ever been drawn up and I am now 
endeavouring to prepare one. The buildings are insured 
but their value is diminishing, particularly as very little 
has been done to them in the way of repairs. I have no 
evidence as to their value apart from the insured value. 
Would it be in order to bring the property in to the balance 
sheet at the insured value ? 

(b) Eight unimproved blocks of land have been left to the 
organisation. What is the best manner of embodying this 
gift in the accounts, and how should the valuation be arrived 
at? 

Answer : 

(a) The insured value is not necessarily a satisfactory indica- 
tion of the present value of the properties. It is difficult, 
however, to suggest any better basis for the balance sheet 
valuation, unless the services of an expert property valuer 
can be obtained. It is probably not thought desirable to 
incur any expense in obtaining a valuation, but as this is 
a charitable organisation, it might be possible to obtain the 
services of a valuer in an honorary capacity. Whichever 
method of valuation is used, the balance sheet should 
indicate the basis. 

(b) The gift should be brought to account by passing it through 
the revenue account, in such a way, however, as clearly to 
indicate that it is an income of an abnormal nature. Property 
account should be debited and the “non-operating” section 
of the revenue account credited. Alternatively, though 
this is not recommended, the credit might be passed direct 
to accumulations account. 

As to value, the value placed on the land for municipal 
rating purposes should provide a satisfactory guide. If the 
rating is on annual valuation, it may be taken that the 
annual value is 5 per cent. of the capital value. 
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Publications Received 


Business Practice and Principles. William Campbell, Australian 
Edition. Adapted and Revised by R. B. Lemmon. Sir Isaac 
Pitman and Sons Ltd., Melbourne, 1937. Pp. viii + 511 
and Index. Price, 11/-. 


The second Australian edition of a deservedly popular manual 
of business methods, management and procedure for commercial 
students and business men. The scope of the work is wide, but 
both the text and its adaptation to Australian conditions have 
obviously received careful and thorough treatment. For students 
the book is easily the best on the subject that we know of, and 
from the practical standpoint it should be invaluable in any mercan- 
tile, banking, insurance or accounting office. 


Practice and Finance of Foreign Exchange. W.W. Syrett. Mac- 
millan & Co. Ltd., London, 1938. Pp. vii + 233. Published 
Price, 7/6. 

This work was awarded the “Institute Prize” for 1937 by the 
Institute of Bankers. Its comprehensive nature is indicated by the 
chapter headings, which are: The Origin of Trade, The Sale of 
Goods and the Rights and Duties of Buyer and Seller, Documents 
Used in Foreign Trade, Tender and Payment, Finance for the 
Exporter, Finance for the Importer, The Credit Risk, The 
Exchange Risk, The Transfer Risk and Exchange Restrictions, 
Exchange Clearings and Barter. 

The author’s practical service in the Foreign Department of The 
National Bank Ltd., and his experience as a lecturer, have given 
him special qualifications for dealing with his subject. The expo- 
sition is clear and thorough and the examples and illustrations are 
admirably chosen and presented. 


Standard Practice in Auditing. W. J. Back. Research Committee 
of The Society of Incorporated Accountants and Auditors, 


London, December, 1937. Pp. vi + 44. 


One of the objects of the Research Committee of the Society is 
the publication of booklets in the form of reports on matters of 
practical importance to the accountant. Mr. Back’s little book is 
the first of such publications and has been issued after criticism 
and amendment by other members of the Committee. As might 
be expected of an essay on Standard Practice, it breaks no new 
ground, but is a useful and concise summary of well-established 
principles. A memorandum by R. N. Barnett on The Use of 
Machines in Accounting is included in the volume. 
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Correspondence 


OVERHEAD AND ONCOST 
The Editor, The Australian Accountant 


Dear Sir,—With reference to the correspondence “Overhead 
and Oncost” appearing in the September to December, 1937, 
issues of The Australian Accountant, I should like to submit the 
following brief remarks, which may interest readers who follow 
cost accounting closely. 

The efficiency of a Standard Process Costing system is to a 
great extent measured by the closeness of the totals of actual 
overhead or expense compared with the amount added into cost 
(oncost ). 

In my opinion the terms “Overhead” and “Expense” are 
synonymous terms for Standard Cost accounting purposes. Over- 
head is represented in the amount of actual outgoings other than 
Materials and Labour, which, after dissection, are shown to have 
been incurred in the usual course of production, and accordingly 
forms part of the production cost. 

Overhead is debited to the Variance Accounts of particular 
production centres, that is, centres through which the product 
passes in its course of being manufactured, until it (the product) 
is actually transferred to the warehouse or selling organisation, 
where, for Standard Cost accounting record purposes, it should 
be accepted at the Standard Cost of manufacture, i.e., the total of 

Standard Material Cost. 
Standard Labour Cost. 
Standard Oncost. 

It must be realised that when the Finished Stock accounts of 
the selling organisation are debited, the corresponding credit entry 
will show on the credit side of the departmental Variance accounts 
in the Cost Ledger. These accounts will have been correspondingly 
debited when the actual Material, Labour and Overhead Expense 
is distributed according to the Standard spread as “set.” If there 
is a difference between the debit entry and the credit Oncost 
entry, then stock values, which are at Standard Cost, are being 
inflated, or deflated at the expense, or otherwise, of profits which 
are indicated for the particular period in question. 

Variations will be indicated if there are fluctuations in costs of 

Material 
Labour 
Overhead 
Direct 
Fixed or Variable 
Indirect 
—r variation from the Standard set rate for production quantities. 

It would be extremely difficult in ordinary practice to operate 

a Standard Process Cost accounting system without indicating 
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manufacturing gains and losses. The functioning of such a system 
is not so much to eliminate these variations as to measure them. 

A Standard Costing system which does not provide for an 
adjustment of the over and under absorptions of actual expense 
by use of current unit costs, in addition to Standard unit costs, 
may result in wrong impressions by those who are endeavouring 
to ascertain the true actual cost. Moreover, it is the actual 
(current) cost, and not the Standard cost, which should be used 
for Balance Sheet values. 

Oncost is a credit entry in the Manufacturing accounts, whereas 
Overhead (Expense) is a debit entry ; therefore the terms ““Oncost” 
and “Overhead” are not synonymous terms. Oncost refers to the 
absorption into production costs of Overhead, which is the actual 
expense. 

The accumulation of the quantity of units produced, calculated 
at their Standard unit cost per stage or process, forms the credit 
entry to the Manufacturing Variance accounts shown in the Cost 
Ledger. 

I do not consider that Oncost could cover Selling and Distri- 
buting overhead expense, as these outgoings do not form part of 
the Cost of Production for the purpose of Standard Process Cost 
accounting. They are usually covered by adding some particular 
percentage or rate to the Labour cost or Machine rate, etc. 

From the above brief remarks, it would seem that the subject of 
Overhead and Oncost could not be satisfactorily dealt with without 
connecting and measuring the closeness of Overhead Expense and 
Oncost absorbed—i.e., manufacturing gains and losses. 

Yours truly, 


GERALD H. GREGORY, F.C.A.A. 
Sydney, 12/1/38. 





“BLANKET” DEPRECIATION RATES 
REPLACEMENT OF PORTION OF THE ASSETS 


The Editor, The Australian Accountant 

Dear Sir,—The article appearing in the December, 1937, issue 
of The Australian Accountant on “ ‘Blanket’ Depreciation Rates: 
Replacement of Portion of the Assets” should be of interest to all 
those engaged in Public Utility Accounting. 

A good deal has been written in the past on the contentious 
subject of Depreciation, and a survey recently made by an American 
journal of the methods in use by a number of American Public 
Utilities disclosed that there was no semblance of uniformity in 
the provision made for depreciation amongst those undertakings. 

With reference to the matter raised in the article mentioned, 
there seems to be no logical argument for the adoption of a 
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“Blanket” Depreciation Rate irrespective of the percentage rate 
allowed. 

As the annual appropriation for Depreciation is one of the 
heaviest of the fixed charges in an Electricity Supply Undertaking, 
care should be taken to see that the annual provision is reasonable, 
not overburdening the present consumer, but at the same time 
making for proper stability in the finances of the Undertaking. 

It seems to me, therefore, that it is necessary to determine in 
the light of experience a reasonable “life” for every type of plant 
and equipment to be installed, bearing in mind the factors of obso- 
lescence as well as depreciation and wear and tear. If care is 
taken in assessing the “life” of the different types of plant and 
equipment, the provision made year by year should be a fair charge 
against the Revenue account of the Undertaking. 

If the practice mentioned is adhered to, it is quite a simple 
matter by the use of allocation symbols or codes to allocate the 
Capital expenditure as it is incurred to the appropriate “life” 
group. Provided that a proper columnar schedule is kept showing 
the new capital expenditure year by year in each “life” group, the 
calculation of the annual charge for depreciation does not present 
any difficulty. 

Admittedly, it may be found at times that the “life” of certain 
types of equipment may have been over-estimated, and under the 
circumstances I agree that it is advisable to adjust the depreciation 
reserve immediately by a transfer from accumulated profits or 
some general reserve if available. 

A great amount of thought has been given by officers of the 
Sydney County Council in the past to the matter of arriving at a 
logical principle of assessing the annual charge for depreciation. 
It is believed that the Straight Line method outlined, and which 
conforms generally with the views of the Editor of the journal, 
is the most practical from an accounting point of view, and at the 
same time provides the means of arriving at a reasonable assess- 
ment of the annual appropriation for depreciation. 

It should be of interest to readers to know that from an analysis 
made of plant and equipment taken out of service from all causes, 
the number of occasions on which the plant and equipment had not 
lived its full life were few, and consequently the principle has been 
adopted of writing out the total original capital cost against the 
Depreciation Reserve Account at the time the plant and equipment 
is taken out of service, and where necessary, continuing the regular 
appropriations to the Depreciation Reserve Account until the full 
provision has been made. 

A proper register of plant and equipment which ties up with 
the Capital Expenditure is a necessary adjunct to this or any other 
system, as without such an analysis of the assets of the Under- 
taking, item by item, the adjustment in the Financial Books of 
the original capital cost of equipment taken out of service would 
be a problem. 
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It seems, therefore, that for “A.B.” to overcome his difficulties 
in regard to the adjustment in the Financial Books of Capital Assets 
taken out of service, it would be desirable for him to adopt the 
methods indicated. 

D. J. NoLan, 
Commercial Manager, Sydney County Council. 


Electricity Undertaking, 
Sydney, 12/1/38. 





Plant Assets (Public Utility) 


By J. W. H. Jackson, A.F.1.A., A.C.A.A., F.C.I. (ENG.) 


The plant assets of public utility organisations provide accounting 
problems of a nature quite foreign to manufacturers and others 
engaged in production and distribution; particularly problems of 
maintenance and depreciation. 

Usually in a manufacturing concern, once the incidence of 
repairs and depreciation is included in costs of production, the 
plant and machinery offer comparatively few complications arising 
from replacements, etc. 

The problem of repairs and depreciation is usually solved by 
employment of one of the orthodox methods explained in any 
accountancy text-book. This applies equally to public utility work- 
shop plant. But the fundamental difference between workshop or 
manufacturing plant, and public utility plant assets, lies in the 
nature and uses of these assets and the services provided by them. 
In a workshop or factory plant the machinery, once installed, is 
there for a long period without being subject to frequent additions, 
alterations or curtailments. 

With a public utility organisation, however, the plant assets are 
continually being affected by provision of new services, cancella- 
tion of old services, or conversion to more modern equipment. 
Provision of essential services, the function of public utility 
organisations, depends upon public demand. The plant utilised for 
this purpose, therefore, is necessarily “used up” in meeting this 
fluctuating demand. 

These assets are essentially of a “wasting” nature. 

For example: In electricity supply, the plant assets “used up” 
in distribution of current are conduit, poles, wires, cables, insu- 
lators, transformers, meters, etc. In telephone services, conduits, 
poles, terminal boxes, wires, cables, insulators, switchboards, tele- 
phones, etc., and so on, with gas supply, water supply, tramways 
and railways. 

The accounting system should be arranged so that wastage of 











THE AUSTRALIAN ACCOUNTANT FEB. 
plant assets can be easily reflected in the costs of appropriate 
functions. For example, costs of replacements, renewals and 
depreciation of plant used in distributing electric supply would be 
included in costs of distribution; similarly with the function of 
generation. To achieve this objective, it is necessary primarily to 
classify, symbolise and group all plant asset accounts. Then with 
an efficient system of accounting, based on the principle of process 
costing, costs of constructing, operating and maintaining these 
assets can be obtained for each group; and, if necessary, in different 
administrative districts. 

With this end in view, let us consider methods of accounting 
which will furnish— 


1. Cost of construction .. .. .. (Capital) 

2. - replacements .. .. .. (Operating) 
3. i £4 aaa - 

4. Ul . 

5. a recoveries .. .. .. .. ie 

6. , abandonments .. .. .. - 

° = removals .. «. «. «« . 


Plant Capital Costs (Cost of Construction) represent all costs 
incurred in providing, installing or erecting any new plant. 

Cost of Replacements represents all costs of demolishing obso- 
lete, damaged, defective, or unsuitable plant, and replacement by 
plant of greater capacity, different class, or increased efficiency. 
There are two methods of operating this account: 

First Method.—Replacement account is charged with all costs 
of demolition and replacement, and credited with value of material 
recovered. If replacement causes an increase in asset value, the 
difference between old and new value must be charged to Plant 
Capital. If the asset value is decreased, the Plant Asset Capital 
account must be written down accordingly. Balance of Replace- 
ment account is then transferred to Maintenance account. 

Second Method.—All costs of demolition are charged to Replace- 
ment account. Costs of reconstructing the assets are charged to 
Plant Capital account, and the value in situ of assets replaced is 
transferred to Replacement account from Plant Capital account. 
The value of recovered material is credited to Replacement account, 
leaving a balance to be transferred to Maintenance account. 

This method may be improved by using an intermediate account, 
charged with value in situ of asset replaced, less residual value of 
recovered material, and thus showing a net loss on demolition. 
Net loss transferred to Replacement account, plus demolition costs, 
reveals gross loss on demolition, or cost of replacement. By 
charging reconstruction to Plant Capital account any fluctuations 
in asset value are automatically adjusted. 

A comprehensive scheme of conversion (being exceptional 
replacement) should be recorded separately in a Conversion 
account. 
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Examples : 
Conversion of telephone exchanges and equipment from 
manual to automatic operation. 
Conversion of tramways and railways to electric traction. 
Conversion of electricity supply from single phase to three 
phase. 


Cost of Renewals represents costs of demolishing worn-out, 
damaged or defective plant, and restoration to former efficiency by 
provision of plant of similar type, of same class, or of equal 
capacity. This precludes any alteration of asset value. This account 
is charged with costs of demolition and costs of renewals and 
credited with residual value of material recovered. The alterna- 
tive method may be used by charging Plant Capital account with 
costs of reconstruction and transferring value in situ of demolished 
plant to Renewals account, as explained under the heading of 
Replacements. Balance of Renewals account is subsequently trans- 
ferred to Maintenance account. Exceptional renewals, such as 
those caused by bush fires, floods, storms, etc., should be recorded 
separately. 

Cost of Repairs represents minor maintenance costs which do 
not affect asset values, and are not expensive or extensive enough 
to be included under renewals; but are necessary nevertheless for 
continued efficient working of the plant. They may be classified 
as incidental repairs, renewal of minor parts, routine inspection 
and adjustments executed by patrols. 

The determining factor in distinguishing renewals from repairs 
must be the workmen and the nature of their duties. 

The only charges to Repairs account should be the labour of 
patrols, inspections, etc., material charges of small value, and 
overhead costs. There are no demolition costs, nor are there any 
plant capital values involved. 

Material recovered is usually of scrap value, and may be returned 
for salvage or recondition. Balance of Repairs account is trans- 
ferred to Maintenance account. 

Cost of Recoveries represents plant rendered idle by cancellation 
of services, necessitating demolition and recovery. The only 
charges involved are costs of demolition and value in situ of assets 
recovered. 

Plant Capital account is thus relieved of the value of idle or 
unused plant by transfer to Recoveries account. Recoveries 
account is then transferred to Maintenance account. 

Cost of Abandonments is similar to recoveries, except that 
demolition costs are not incurred, nor is material recovered. 
Abandonment may be necessary because of impracticability or 
unprofitableness of recovery, e.g., submarine cables, discarded 
tram tracks. Once again Plant Capital account is relieved of dead 
assets by transfer to Abandonments account. Abandonments 
account in due course is transferred to Maintenance account. 
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Cost of Removals represents costs incurred in removing plant 
from one location to another, alterations or deviation in layout, 
or rearrangement of services. Here again, the charges are costs 
of demolition, costs of re-erection (with new or old material), and 
possibly transfer of plant asset account from one classification to 
another. 

The methods are similar to those employed for renewals or 
replacements. The object of using this account is to ascertain cost 
of removals as distinct from cost of renewals or replacements. 
It is finally transferred to Maintenance account. 

Recoverable Works, i.e., work performed to the order of, or 
for convenience of some person or firm, should be recorded 
separately, and subsequently cleared to Debtors account. 

Example: Alterations to water mains, for railway construction. 

When plant, or part of plant, is sold im situ, the asset value or 
share thereof should be credited to Plant Capital account, and 
charged to Debtors account. When demolition of plant involves 
recovered material, such material may be priced at average rates, 
current rates, standard rates, scrap, or sometimes no value. 

If recovered material is not worth carting to a store or depot, 
any value obtained by sale must be treated as residual value to 
the credit of Plant Operating account concerned. Value in situ 
of an asset may be the book value when the plant was originally 
constructed, or a value based on current costs of construction. 
When clearing an asset from Plant Capital account, if the former 
value is adopted, the Plant Asset account will reveal always the 
plant assets at the value current at date of construction. If the 
second method is used for clearing asset values, the Plant Capital 
account will reveal plant assets at the value operating when the 
first or original plant was constructed. The assessment of values 
written out has an important effect on Revenue. If these values 
in situ are not cleared from Plant Asset account when plant is 
demolished, Plant Capital account may become inflated with 
fictitious figures. 

These asset values, or values in situ, are obtained from work 
unit costs of Capital construction ascertained and recorded weekly 
according to districts. Because of the lack of this information 
some public utilities are unable to write off the full value of lost 
assets. The recovered material is credited to their Capital accounts, 
but the lost labour costs, etc., remain capitalised. 

Assuming that the accounts have been classified and grouped, 
the number of plant units in operation for a year, divided into the 
balance of Plant Asset account, gives the unit cost of construction 
for any district. 

Similarly, the unit costs of replacement and renewals, etc., may 
be obtained. 

For exampie: Cost of constructing, replacing or renewing tele- 
phone services in various districts, can be expressed as follows: 
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Cost per wire mile of underground cable, 
Cost per wire mile of aerial wires, 

Cost per telephone, 

Cost per duct mile of conduits. 


Finally, after ascertaining the unit costs of these various accounts, 
the balances of operating accounts are transferred and segregated 
in their appropriate maintenance accounts. These maintenance 
accounts may act as reserves for maintenance, in as much as pre- 
determined amounts have already been placed to their credit, and 
correspondingly debited to a functional account. 

For example, in electricity supply, Distribution account should 
be charged with an amount already prescribed as sufficient to meet 
maintenance of various plant assets employed in distributing 
electrical energy. Maintenance accounts should then be credited. 
Distribution account, when complete with other relevant figures. 
will be cleared ultimately to Gross Revenue account. 

Depreciation.—It is quite obvious from the foregoing exposition 
that with the classification of accounts necessary for costing indi- 
vidual plant assets, the problem of depreciation is considerably 
simplified. Differential rates (in lieu of the blanket method) are 
easily applied. 

A predetermined provision for depreciation is charged to a 
functional account, and credited to Depreciation account (or 
Reserve). 

Actual depreciation is debited to Depreciation account (or 
Reserve). 

Amplification or modification of bookkeeping detail used in 
providing for depreciation may be a matter either of policy or 
personal predilection. Quinquennial valuations may be employed. 
From these problems, we press forward to others. With the 
growth of State-owned public utilities, haphazard treatment of 
plant assets is being superseded by scientific accounting procedure. 
In Budgetary Control we find an avenue in which an analytical 
and deductive mind may obtain unlimited scope. 

In estimating, planning and standardising costs we have methods 
of control by which the Engineer and Cost Accountant are more 
easily enabled to guide their schemes of production and construc- 
tion to successful fruition. 

More than this. 

This modern age of public ownership demands that construction 
and maintenance of plant assets shall be recorded by modern cost 
accounting procedure. 

This, in turn, implies efficient managerial control. Efficient 
managerial control begets satisfaction, confidence and progress on 
the part of millions of users of essential services. 

May the few ideas embodied in this essay afford some contri- 
bution to the achievement of this desirable goal. 
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Company Law and Secretarial Practice Section 
Edited by J. S. McINNEs, F.1.c.A. 


NOMINATION OF AUDITOR—VERBAL OR WRITTEN 

By S. 113 (3) of the New South Wales Companies Act: 

“A person, other than a retiring auditor, shall not be 
capable of being appointed auditor at an annual general mect- 
ing unless notice of an intention to nominate that person to 
the office of auditor has been given by a member to the com- 
pany not less than fourteen days before the annual general 
meeting, and the company shall send a copy of any such notice 
to the retiring auditor, and shall give notice thereof to the 
members, either by advertisement or in any other mode allowed 
by the articles, not less than seven days before the annual 
general meeting: . . .” 

The provision is based on S. 132 of the English Act, and also 
appears in the Q. (S. 142) and S.A. (S. 153) Acts. 

A reader asks whether it is compulsory for the notice of an 
intention to nominate a person other than the retiring auditor to 
be in writing. 

The position is not as clear as it might be, but it appears to be 
reasonably clear that the notice must be in writing. 

Many statutes expressly provide for a notice to be in writing, 
but S. 113 (3) does not expressly provide for the notice therein 
referred to being in writing. The sub-section, however, provides 
that a copy of the notice must be sent to the retiring auditor, and 
it is to be inferred from this that the notice of intention to nominate 
another person for the office of auditor must be in writing. 

If a statute provides that “notice” has to be given, a verbal 
notice is generally sufficient; but if another part of the same Act 
provides that the notice is to be served on a person, or left with 
him, or sent to him, or delivered to him, it is obvious that a written 
notice is intended—see Maxwell, On the Interpretation of Statutes, 
6th. Ed., 1920, pp. 54, 55. 


RESIGNATION OF AUDITOR 

A Sydney reader writes: 

“If an auditor wishes to resign, what steps should he take to 
place his resignation in the proper hands, if he has reason to 
believe that a resignation lodged with either the secretary or the 
directors would not be communicated to the shareholders ?” 

Directors are not under any legal obligation to communicate to 
shareholders of the company the fact that the auditor has resigned, 
or the circumstances of his resignation. 

The resignation of an auditor creates a casual vacancy, and by 
S. 113 (5) of the N.S.W. Act the directors may fill any casual 
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vacancy in the office of auditor. If the directors fail for the space 
of three months to fill any casual vacancy, the Registrar-General 
may, on the application of any member of the company, appoint 
an auditor of the company to hold office until the next annual 
general meeting—S. 113 (2). 

An auditor is not under any legal obligation to see that his 
resignation is communicated to the shareholders. All that the 
auditor has to do is to make certain that his resignation is duly 
received by the company. 

S. 359 provides for the service of documents on companies, and 
by that section a document (which by S. 6 includes a notice, and 
a resignation is a notice) may be served on a company by leaving 
it at the registered office of the company with some person appar- 
ently in the service of the company or by post enclosed in a pre-paid 
registered letter addressed to the company at its registered office. 

When any important communication has to be made to a com- 
pany, if personal delivery on the secretary at the registered office 
cannot be effected—and witnesses should be obtained of such 
delivery—it is very advisable to send the communication by 
registered letter to the company at its registered office. 

The point raised directs attention to the decision in Jn re Allen, 
Craig & Co. (London) Ltd. (1934, Ch. 483). In that case auditors 
had made reports on the annual accounts of the company over a 
number of years, and had forwarded them to the secretary of the 
company without taking any other steps to present them to the 
members of the company. The directors never called a general 
meeting of the company to receive these reports. In misfeasance 
proceedings against the auditors, counsel for the company, then 
in liquidation, argued that if a company does not convene a general 
meeting to receive the auditors’ report it becomes the duty of the 
auditors to communicate with all the members either in writing or 
verbally, but Mr. Justice Clauson held that the duty of the auditors 
is confined to forwarding their report to the secretary of the 
company. 


PRIVATE COMPANY—REMOVAL OF DIRECTOR— 
PETITION BY HIM TO WIND UP 


Amalgamated Butchers Ltd. was incorporated in October, 1933, 
for the purpose of purchasing four butchery businesses owned 
separately by the five shareholder-promoters, who were duly 
allotted 600 £1 shares each in the company. The five shareholders 
were elected directors and received £5 a week as employees. The 
company, which was a private company in the nature of a partner- 
ship, was successful, and its shares were of considerable value. 

Franklin was elected managing director and did the purchasing 
for the company. He had had no training in the manual part of 
the work in the butchery business, but had been trained as a stock- 
dealer. About the end of 1934 Franklin was, in accordance with 
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the provisions of the articles, dismissed from the position of manag- 
ing director, and he took no exception to the validity of that action. 
Shortly after he had been removed from that position, Franklin, 
by reason of the work he was then required to do, desired, and 
came to the conclusion, that he should sever his connection with 
the company. He also threatened to enter into competition with 
the company, and, in circumstances not stated in the report of the 
case, Franklin was removed from the directorate. 

Franklin then presented a petition to the Supreme Court of 
New Zealand for an order winding up the company, but Mr. Justice 
Johnson dismissed the petition with costs. In the course of his 
judgment, His Honour stated that if the facts had clearly shown 
that Franklin had been removed from the directorate by con- 
spiracy of the other directors, or had been unjustly or improperly 
removed, it would have constituted sufficient grounds for the 
Court to have exercised its powers under the just and equitable 
provision of the Companies Act, and ordered the company to be 
wound up. It appeared to His Honour that Franklin, who had 
been offered work such as the other directors, who were practical 
butchers, were doing, was not prepared to accept manual work 
like the others. His Honour was inclined to believe that Franklin 
wanted the company wound up not because of the position of the 
company or because he had lost the position of director, but in 
order to get rid of his shares and because he wished to cease to 
have any connection with the company as an employee as the 
nature of the work he was called upon to do was distasteful to him. 

If these proceedings had been for a dissolution of partnership, 
there was no evidence that would entitle a partner to ask for the 
partnership to be dissolved before the partnership term had expired, 
or, in regard to a company, a shareholder or person having an 
interest in the company to ask for the company to be wound up. 

Franklin was not entitled to the relief sought. His interests alone 
were not the determining factor as to whether the petition to wind 
up should be granted, and as a substantial interest in the company 
was contributed by the other four directors, they were entitled to 
every consideration, unless there had been a conspiracy between 
them to remove Franklin from the directorate or he had been 
unjustly and improperly excluded from the company. The only 
grounds upon which Franklin could succeed must involve a charge 
of dishonesty, but His Honour stated there was no evidence at 
all of dishonesty on the part of the other directors. Franklin’s 
threat to enter into competition with the company gave the other 
directors a reason for wishing to get him off the directorate. There 
had also been non-compliance by Franklin with the proper orders 
of the then managing director. Franklin did not like the work then 
offered to him, and talked about it being menial and filthy. 

The allegations that Franklin had been removed in any way 
unfairly from the directorate and not given employment by the 
company had not been proved. In these circumstances there being 
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no mismanagement endangering his interest in the company, and 
no dishonest conduct, he was not entitled to consideration from the 
Court in winding-up proceedings, as the Court would not wind up 
the company against the interests and the wishes of the other four 
shareholders, merely because Franklin was a disgruntled man. 

In re Amalgamated Butchers Ltd. (1936 N.Z.L.R. Supplement, 
p. 106). 


MERE REFUSAL TO TRANSFER SHARES IN PRIVATE 
COMPANY NOT A GROUND FOR WINDING UP 


In 1913 Cuthbert Cooper & Sons Ltd. was incorporated as a 
private company to carry on the business of boot-rivet and button- 
fastener manufacturers then carried on by Cuthbert Cooper and 
his two elder sons. These three persons became sole directors, 
holding the £10,000 capital of the company thus: the father 5,000 
£1 shares, and each of the sons 2,500 £1 shares. Article 26 pro- 
vided that the directors might, in their absolute and uncontrolled 
discretion, decline to register any transfer of shares, including 
fully-paid shares, without assigning any reason therefor. This 
power of veto extended not only to transfers inter vivos, but also 
to the devolution of shares on the death of a holder to his executors, 
so that with regard to executors as well as to other transferees the 
directors had a power of absolute veto. 

The articles also contained provisions to the effect that no 
share could be transferred to a non-member of the company so 
long as any member was willing to purchase the same, and the 
price to be paid for the shares depended on the average rate of 
dividend in the three preceding years. In the case of a sale to an 
outsider the directors had the right of veto. 

The father died in August, 1930, having by his will appointed 
his three younger sons, who were employed by the company but 
were not directors of it, his executors, and bequeathed his 5,000 
shares to them in equal shares. Probate of the will was duly regis- 
tered by the company, but the elder sons, who were then the sole 
directors, refused to register the younger sons as holders of the 
5,000 shares, assigning no reason for the refusal. In June, 1936, 
the two directors dismissed the younger sons from their employ- 
ment with the company without assigning any reason. (Counsel 
for the company stated that this action was not unreasonable, as 
the three younger sons were threatening to set up in business as 
competitors of the company). The directors also refused them 
copies of the last audited balance sheet for the year ending in 
that month. The final dividend for that period, which was usually 
paid in November, was not paid. 

The three younger sons had offered to sell their shares at a 
properly ascertained price. That offer had been refused, but the 
directors had offered to purchase the shares at 30/- each, a price 
claimed by the younger sons to be very much less than their real 














20 THE AUSTRALIAN ACCOUNTANT FEB. 


value. The younger sons, as executors, then petitioned the Court 
to have the company wound up on the ground that, though owners 
of half the issued capital, their rights were not recognised, as the 
directors had consistently refused to register the petitioners as 
members, and that in the circumstances it would be “just and 
equitable” that the company should be wound up. 

Simonds J., in giving judgment, said that the case had given 
him some anxiety, largely because it was of an unusual character. 
He would assume, without deciding it, that executors of a deceased 
shareholder holding fully-paid shares were contributories and could 
present a winding-up petition; there was some authority for that 
in In re Norwich Yarn Co. (1850) 12 Beav. 366. In the present 
case the articles contained particularly stringent provisions as to 
the directors’ powers to refuse to register transfers and trans- 
missions of shares, but that was a matter of bargain entered into 
between the testator and the eldest sons. The principles which 
influence the Court in determining whether or not a partnership 
should be wound up applied to such a case, as Jn re Yenidje Tobacco 
Co. Ltd. (1916) 2 Ch. 426, and the question whether the company 
should be wound up or not largely depended on what were the 
contractual rights of the parties as determined by the articles of 
association of the company. 

His Lordship would not assume that the directors’ discretion 
to refuse to register the petitioners as members of the company 
had been improperly exercised, and there was no evidence before 
the Court to that effect. The fact that the petitioners had been 
summarily dismissed by the company was no ground for a winding- 
up either taken by itself or in conjunction with the other facts. 
There was no obligation to employ the petitioners. If they had 
been improperly dismissed they could seek relief in the appropriate 
Court. 

The petition contained a number of allegations with regard to 
the salaries which the directors received. No doubt they were 
masters of the situation, and paid themselves what salaries they 
thought fit, but there was no allegation, still less the proof, that 
the salaries and bonuses were excessive, or were paid in ill faith. 

There was also the suggestion that the petitioners, being rele- 
gated to their rights under the article of serving sale notices, might 
suffer because the dividend had been reduced, and it was the 
dividends which determined the price. The dividend had been 
reduced, but there was no allegation, much less proof, that the 
dividend had been unduly reduced to invade the rights of the 
petitioners. 

The petition was misconceived, and would be dismissed with 
costs. “I should be travelling altogether outside any case in which 
a winding-up has been decreed by the Court if, in circumstances 
such as these, I held that it was just and equitable to wind up the 
company.” 


In re Cuthbert Cooper & Sons Ltd. (1937) 1 Ch. 392. 
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Documents Required To Be Attested Outside 
Queensland By Queensland Justices 
of the Peace 


A short Act passed by the Queensland Parliament in the closing 
days of last session, and entitled The Evidence (Attestation of 
Documents) Act of 1937, being “An Act relating to the attestation 
of documents outside the State of Queensland,” should greatly 
facilitate in other States the witnessing of signatures to docu- 
ments requiring attestation before a Queensland Justice of the 
Peace. Hitherto in such cases it has been necessary to find a 
Justice of the Peace for the State of Queensland, but the new Act 
provides that for the future the signature may be witnessed by 
a Justice of the Peace of the State in which the document is 
signed. One object of the Act is to obviate the necessity of 
appointing Justices of the Peace for Queensland outside the State 
of Queensland. In introducing the Bill the Attorney-General said 
that Victoria and South Australia had similar statutes, and New 
South Wales intended bringing in a similar law, because the New 
South Wales Government recently intimated that it did not intend 
to appoint Justices of the Peace for New South Wales outside that 
State in future. 

Apart from purely formal provisions, the Act contains two sec- 
tions of importance. 

By S. 3: “Notwithstanding any Act or law or rule or process 
of law to the contrary, where by any Act of this State, or by any 
Order in Council, regulation, rule, or by-law made pursuant to 
any Act of this State, any document is required, authorised, or 
permitted to be attested or verified by or signed or sealed or 
sworn or acknowledged before a Justice of the Peace of this State, 
it shall be sufficient for all purposes if such document is attested 
or verified or signed or sealed or sworn or acknowledged in any 
part of His Majesty’s Dominions outside of this State by or 
before a Justice of the Peace for that part of His Majesty’s 
Dominions, and all courts and persons acting judicially shall take 
judicial and official notice of the signature of any Justice of the 
Peace in any such part of His Majesty’s Dominion when such 
signature is attached or appended to any such document and the 
place where such signature was so attached or appended purports 
to be shown.” 

By S. 4: “The provisions of this Act shall be in aid of and not 
in derogation of any Act or law regarding the attestation or verifi- 
cation or signature or sealing or swearing or acknowledgment of 
documents. 

“And for the purpose of this Act the term ‘document’ shall, 
without in any wise limiting the generality of its meaning, include 
an instrument under ‘The Real Property Acts, 1861 to 1887’ (or 
any Act amending or in substitution for such Acts).” 
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Book Review 


Proprietary and Private Companies in Australia. By R. K. 
Yorston and E. E. Fortescue. 215 pp. text and 19 pp. index. 
Published by The Law Book Co. of Australasia Ltd. Price, 
12/6. Posted, 12/10. 


This excellent work on the advantages, formation, statutory 
duties and general practice of proprietary companies deals in a 
very thorough and reliable manner with the subject. The book is 
divided into 26 chapters and it has a good index. The important 
distinction drawn between public and proprietary (and private) 
companies by modern Companies Acts, has directed attention to 
the popularity of the latter class of companies. A knowledge of 
the numerous special provisions relating to proprietary companies 
is of the utmost importance to accountants and secretaries, and 
this book can be strongly recommended as a reliable guide on the 
subject. The book covers the present law in all the States other 
than Western Australia, and the comparison of the various laws 
has been very well done though there are one or two slips. It is 
stated (p. 25) that “Directors of proprietary companies are per- 
mitted to assign their office to another person without the necessity 
of obtaining the approval of the members by a special resolution” 
—this only applies to New South Wales. In New South Wales 
(S. 128 (1)), directors are not permitted to vote on a resolution 
that the total remuneration of the directors be not furnished—this 
prohibition does not exist in Queensland (S. 155) or South Aus- 
tralia (S. 166)—>p. 133. 

The forms given in the book are very practical. There is a 
tendency for some writers on secretarial practice to alter every 
form in some way or another from that generally in use, but the 
authors of this work are not amongst these. On p. 183, the speci- 
men of the minutes of a first meeting of directors contains the 
following: “Quorum of meeting: Resolved. That for the purpose 
of directors’ meetings the quorum be two directors qualified to 
act.” The last three words are quite new to us. Presumably they 
cover the case of directors not being counted in a quorum when 
they cannot vote on a matter before the meeting, but this is an 
extremely vague reference to a very important subject which has 
not been dealt with in the work. On p. 187 in the list of matters 
to be shown separately in a balance sheet item (9) refers to “Par- 
ticulars of redeemed debentures.” The word “re-issuable” should 
be added to this. In Queensland there are Deputy-Registrars of 
Companies at the offices of the Supreme Courts in Townsville and 
Rockhampton (p. 198). 

Joun S. McInnes. 
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Taxation Section 
Edited by J. A. L. GUNN, F.I.C.A. 


ELIMINATING BUSINESS COMPETITOR 


The text of this article may be found in the much commented 
upon dictum of Viscount Cave, L.C., in British Insulated and 
Helsby Cables v. Atherton, [1926] A.C. 205, “But when an ex- 
penditure is made, not only once and for all, but with a view to 
bringing into existence an asset or an advantage for the enduring 
benefit of a trade, I think that there is very good reason (in the 
absence of special circumstances leading to an opposite con- 
clusion) for treating such an expenditure as properly attributable 
not to revenue but to capital.” (The italics are the writer’s). 

Payments to eliminate a business competitor do not usually 
bring into existence a tangible asset ; frequently the object of such 
payments is to destroy an asset. Mr. Bernard Shaw overlooked 
this phase of modern capitalism in his discussion on Breakages 
Limited in his introduction to “The Apple Cart.” 

The point remains, however, that such expenditure may bring 
into existence “an advantage for the enduring benefit of a trade” 
carried on by the payer thereof, although that advantage may be 
of a negative nature. 

The subject was dealt with by the Commonwealth Taxation 
Board of Review, see Vol. 3 of its Decisions, Case No. 47. A 
newspaper company entered into negotiations to acquire the assets 
of another newspaper business which had been carrying on at a 
loss and which it was intended should discontinue publication in 
the event of the transaction being completed. Prior to completion, 
contributions towards the purchase money were sought from other 
newspaper proprietors, and the firm of which the taxpayer was a 
member agreed to contribute an amount. The transaction was 
completed and the contribution made. The contributing firm did 
not receive any portion of the assets acquired. The contribution 
was made solely in view of the fact that the firm’s newspaper 
would benefit, particularly by an increase in its own circulation 
and advertising revenue, and generally by the elimination of a 
competitor who had been selling at a lower price. Held, claim 
allowed. 

The English High Court has recently given a decision to the 
contrary: An association was formed for the purpose of maintain- 
ing prices of boilers, and as part of its operations it applied a part 
of its funds :— 


(1) in one case to the purchase of (a) a business, which was 
thereupon wound up, (b) its plant, which was thereupon 
destroyed, and (c) a covenant preventing future compe- 
tition; and 
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(2) in a second case, for the acquisition of shares in a com- 
pany, to obtain control thereof and to secure it as an 
active member of the association. 

These payments were apportioned among the members of the 
association, and they sought to have them allowed as deductions 
against income. The Commissioners distinguished these pay- 
ments, holding that, as the first had produced no tangible assets, 
it could not be attributable to capital, but that the second, having 
produced such an asset, was properly attributable to capital. 
Held: Both payments were attributable to capital, and that it was 
immaterial whether or not such expenditure produced a tangible 
asset ; it was sufficient that it created an advantage of an enduring, 
even though of a negative, nature. In the first case, the payment 
had secured the removal of a trade competitor, and, in the second, 
the acquisition of a business, and both were capital assets, and the 
payments could not be allowed as a deduction against income: 
Collins (Inspector, of Taxes) v. Joseph Adamson & Co., [1937] 
4 All E.R. 236. 





TAXATION OF PENSIONS 


CoMMONWEALTH ACT 


Residents.—Section 25 (1)(a) of the Commonwealth Income 
Tax Assessment Act, 1936-37, provides that the assessable income 
of a taxpayer shall include, where the taxpayer is a resident, the 
gross income derived directly or indirectly from all sources 
whether in or out of Australia, which is not exempt income. 

A resident, as defined by S. 6, is therefore assessable in respect 
of a pension derived by him from any source whether within or 
without Australia, except where the Act provides for its exemp- 
tion. 

The only specific exemption in the case of Australian pensions 
is in respect of those paid under the Australian Soldiers’ Repatria- 
tion Act, 1920-1934, i.e., Australian War Pensions—see S. 23 (k). 
Old Age and other like pensions are exempt by reason of the 
Statutory Exemption of £250, S. 81. 

The following ex-Australian pensions are exempt from Com- 
monwealth Income Tax :— 

(a) Wounds and disability pensions of the kinds specified 
in S. 16 (2) of the British Finance Act, 1919, i.e., Bri- 
tish War Pensions—see S. 23 (k). 

(b) Pensions derived by a resident from sources out of 
Australia where they are not exempt from income tax 
in the country where they are derived, S. 23 (q). 


With regard to assessable ex-Australian pensions, it should be 
observed that they are required to be expressed in terms of Aus- 
tralian currency, S. 20. 

Pensions are income from personal exertion—see S. 6, defini- 
tion of “income from personal exertion.” 


FEB. 





1938 


N 
able 
non: 
all s 
mon 
is pa 
the | 

T 
dent 


B 
excl 
price 
not ¢ 
this 
purp 
that 
the | 
cont 
whic 
1930 

"a 
£20 
five 1 
fiftee 
been 
contr 
then 
have 
the i 
alrea 
the £ 
in re: 
tribut 
were 

"2 
pecta 
that « 
£100 
the a: 
portic 
be ex 
escapr 








e 
is 
fo 


= 9 


Oo*er~e AN 


hee, 


noo o 


\- 


\- 








1938 THE AUSTRALIAN ACCOUNTANT 25 


Non-residents—Section 25 (1) (b) provides that the assess- 
able income of a taxpayer shall include, where the taxpayer is a 
non-resident, the gross income derived directly or indirectly from 
all sources in Australia, which is not exempt income. The Com- 
monwealth Commissioner regards the fund from which a pension 
is paid as being its source. Thus, if the fund is located in Australia, 
the pension is treated as assessable income. 

The Statutory Exemption of £250 also applies to a non-resi- 
dent, S. 81. 


Bought Pensions.—Section 26 (c) of the Commonwealth Act 
excludes that part of an annuity which represents the purchase 
price “to the extent to which that price has not been allowed or is 
not allowable as a deduction in assessments for income tax under 
this Act or any previous law of the Commonwealth.” For the 
purpose of this paragraph, pensions are treated as annuities, so 
that contributions to a pension fund are amounts which represent 
the purchase price of the pension. The following example is 
contained in the Commonwealth Treasurer’s Explanatory Notes 
which were issued at the time of the amending legislation of 
1930 :— 

“Suppose A contributes for a pension at the annual rate of 
£20, and has been so contributing for twenty years, that is for 
five years prior to the imposition of the income tax, and for the 
fifteen years during which it has been in force. He will have 
been allowed a deduction in his annual assessments of the amount 
contributed annually to the pension fund. Suppose also that A 
then retires and draws a pension of £200 per annum. He will 
have paid £400 in all to the pension fund, being £100 prior to 
the income tax and £300 since the tax was imposed. As he will 
already have received deductions in his annual assessment for 
the £300, he will be entitled under the amendment to exemption 
in respect of that part of his pension which represents the con- 
tributions totalling £100 made prior to the income tax, and which 
were not allowed or allowable as deductions in his assessment. 

“The pension will be received by the pensioner during his ex- 
pectation of life. Suppose this is ten years. The law will assume 
that each annual amount of pension will contain 1/10th of the 
£100 = £10, and that part of the pension will be excluded from 
the assessment. The part of the pension which represents a pro- 
portionate part of the £300 of contributions in this case will not 
be excluded from the assessment because it will already have 
escaped tax by way of deduction under section 23 (1) (g). 

“There is no provision proposed to adjust assessments in cases 
in which the pensioner dies earlier than his estimated expectation 
of life. It is considered that these are complications which it is 
not necessary to provide for.” 
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State Acts 
The following table sets forth briefly the position in connection 
with the assessment of pensions under the State Acts for purposes 
of ordinary income tax :— 
New Soutn WALES 
Residents of New South Wales 


Where past employment or 
service is rendered— 


Wholly outside Australia. Exempt, S. 16 (t). 
Partly within and without Pension apportioned on basis 
Australia. of service, and that portion 


relating to service in Aus- 
tralia is assessable, S. 19 
(1) (q) (ii), but is subject 
to rebate if ordinary income 
tax paid in other State—see 
proviso to S. 19 (1) (q). 

Wholly in Australia. Assessable, S. 19 (1) (q), 
but subject to rebate if or- 
dinary income tax paid in 
other State—see proviso to 
S. 19 (1) (q). 


The rebate referred to above is an amount equal either to the 
income tax (not being special or unemployment relief taxes) paid 
outside New South Wales, or to the proportion of the tax payable 
under the New South Wales Act, which is attributable to the 
pension, whichever is the less. 

N.B.—Pensions paid under the Australian Soldiers’ Repatria- 
tion Act are exempt, S. 16 (1). Commonwealth pensions are 
assessable; West v. C. of T. (N.S.W.) (1937), 1 A.LT-.R. 1. 


Residents of Other States 
Any pension paid to a non-resident who is a resident of Aus- 
tralia is exempt to the extent to which such pension is liable to 
income tax under the law of any other State of Australia, S. 16 
(1). Otherwise, to the extent that the pension is derived from a 
source in New South Wales, it is assessable, S. 18 (1) (b). 


Non-residents of Australia 
A pension derived from a source in New South Wales is 
assessable, S. 18 (1) (b). 
VICTORIA 
Residents of Victoria 


Section 17 (1) (0) of the Victorian Act provides that the 
assessable income of a taxpayer shall include: 


“(o) The amount of any pension or superannuation allowance 
received by a resident irrespective of the sources from 
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which the pension or superannuation allowance has been 
derived: Provided that where the taxpayer has paid in any 
place out of Victoria income tax (other than Common- 
wealth income tax) in respect of the whole or part of that 
pension or superannuation allowance, he shall be entitled 
to a rebate in his assessment of an amount equal either to 
the tax so paid or to the proportion of the tax payable under 
this Act which is attributable to that pension or super- 
annuation allowance, whichever is the less.” 

For the purpose of the above paragraph “income tax” means 
such tax imposed as a tax on income as, in the opinion of the Com- 
missioner, is reasonably comparable in its nature to the tax assessed 
under the Victorian Income Tax (Assessment) Act 1936. 

Section 14 (s) of the Victorian Act provides for the exemption 
of income derived by a resident from sources out of Australia 
(other than the income of employés who are ordinarily residents 
of Victoria but are temporarily engaged in duties out of Aus- 
tralia and the pensions and superannuation allowances of such 
employés and the income derived by exporters who are residents 
of Victoria) where that income is not exempt from income tax 
in the country where it is derived. 

The effect of these two provisions appears to be as follows: 


Pensioners who were formerly Victorian employés 

Pensions derived by residents from Victorian sources are 
assessable under S. 17 (1) (0). 

Section 14 (s) specifically excludes from the exemption con- 
tained in that paragraph “the income of employés who are ordinarily 
residents of Victoria but are temporarily engaged in duties out of 
Australia and the pensions and superannuation allowances of such 
employés.” 

Former Victorian employés in receipt of pensions or super- 
annuation allowances, in respect of services rendered whilst they 
were ordinarily residents of Victoria but were temporarily engaged 
in duties out of Australia, are assessable in full under the pro- 
visions of S. 17 (1) (0) whilst they continue to remain residents 
of Victoria, but if such a pensioner has paid, in any place out of 
Victoria, income tax (other than Commonwealth income tax) in 
respect of that pension, he is entitled to a rebate in his Victorian 
assessment of an amount equal either to the tax so paid elsewhere 
or to the proportion of the tax payable under the Victorian Act 
which is attributable to the pension, whichever is the less. 


Pensioners who were formerly employed wholly or partly 
in other States 
A resident of Victoria, who is in receipt of a pension derived 
wholly or partly from a source in some other part of Australia, 
is assessable in respect of the full amount of the pension, but is 
entitled to the above-mentioned rebate if tax is paid elsewhere, 
e.g., in South Australia or Tasmania. 
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Pensioners who were formerly employed outside Australia 
Where a resident in Victoria receives a pension or superannua- 
tion allowance from a source outside Australia, and he had not 
been employed in Victoria, he is exempt under the provisions of 
S. 14 (s) if that pension is not exempt from income tax in the 
country in which the pension is not exempt under S. 14 (2), and 
liability accrues under S. 17 (1) (0). 
Exempt Pensions 
The following pensions are exempt under the Victorian Act, 
S. 14 (0): 
Pensions paid under the Australian Soldiers’ Repatriation Act. 
Commonwealth Invalid and Old Age Pensions 


Wounds and disability pensions of the kinds specified in 
S. 16 (2) of the British Finance Act 1919. 


QUEENSLAND 
Residents of Queensland 

The provisions of S. 16 (1) (0) of the Queensland Act are 
identical with those of S. 19 (1) (q) of the New South Wales 
Act. The following is a brief summary of the position regarding 
residents :-— 
Where past employment or 

service is rendered— 


Wholly outside Australia. Exempt. 
Partly within and without Apportioned on basis of ser- 
Australia. vice, and that portion relat- 


ing to service in Australia 
is assessable, but is subject 
to rebate if ordinary income 
tax paid in other State. 

Wholly in Australia. Assessable, but subject to re- 
bate if ordinary income tax 
paid in other State. 


The rebate is calculated in the same manner as under the New 
South Wales and Victorian Acts. 

Pensions paid under the Australian Soldiers’ Repatriation Act 
are exempt, S. 24 (k). 


Non-residents of Queensland 


“Assessable income” is defined by S. 4 as “all income derived 
directly or indirectly in or from sources in the State which is 
not exempt income, and amounts which under the provisions of 
this Act are included in the assessable income.” Non-residents 
would appear to be assessable, therefore, to the extent to which 
their pensions are derived from a source in Queensland, but the 
writer has been informed that the Queensland Commissioner does 
not levy income tax against non-residents in respect of pensions 
derived from Queensland sources. 
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SoutH AUSTRALIA 

There are no specific provisions in the South Australian Act 
relating to pensions, but S. 26 of that Act provides for inclusion 
in the assessable income of a resident or a non-resident of the 
gross income (except dividends where residence is the test of 
assessability) derived by him from all sources in South Australia 
which is not exempt income. There is therefore no distinction 
under the South Australian Act between residents and non-resi- 
dents regarding pensions, which are assessable to the extent to 
which they are derived from a source in South Australia. 

It will be seen, therefore, that if a person deriving a South 
Australian pension were to settle in New South Wales, he would 
be assessable under the New South Wales Act and also under 
the South Australian Act in respect of the pension, but would 
receive a rebate in his New South Wales assessment of an amount 
equal either to the tax paid to the South Australian Department, 
or to the proportion of the tax payable under the New South 
Wales Act, which is attributable to the pension, whichever is the 
less. 

If, on the other hand, a person deriving a New South Wales 
pension were to become a resident of South Australia, he would 
be assessable under the New South Wales Act in respect of the 
pension, but would be exempt under the South Australian Act. 

A farmer, on his first visit to the city, on surveying a dish of 
boiled mutton, exclaimed, “They don’t miss much here.” This 
is the origin of the slogan of the New South Wales Commissioner. 

The writer submitted this article to Mr. R. S. Turner, who is 
so well known to readers of this journal through his able contri- 
butions on taxation subjects. Mr. Turner states that the South 
Australian taxation authorities consider that “service in the State” 
is the deciding factor in determining the source. Mr. Turner 
considers, however, that there is room for doubt as to whether 
the Courts would uphold an assessment in which part of a pension 
had been taxed on a service basis, and furnishes the following 
example : 


“A is employed by an insurance company. He served as a clerk 
for 15 years in South Australia, during which his salary averaged 
£200 per annum. For the next fifteen years he was Inspector 
and subsequently Branch Manager in Victoria, where his salary 
averaged £500 per annum for the whole period. For the next 
fifteen years he was General Manager of the company and resided 
in New South Wales. His salary during this period averaged 
£1400 per annum. At the conclusion of 45 years’ service he retired 
on a pension equivalent to two-thirds of his final salary of £2250 
per annum, i.e., £1500 per annum.” 
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Mr. Turner goes on to state: 

“The South Australian Commissioner would claim that one- 
third of the pension arose from a South Australian source, and 
would levy tax on £500 per annum. I think that this action would 
be considered arbitrary and the Court would examine the facts 
of the case and would probably determine that the amount of 
pension attributable to South Australian sources was less than 
one-third. For instance, if the officer had not risen from the ranks, 
and at the end of 45 years’ service had retired on a pension of 
two-thirds of his final salary of £360 per annum—having served 
30 years outside South Australia—on the present basis £80 per 
annum would be attributable to a South Australian source. Now 
in each of these two cases, A has performed precisely the same 
amount of service in South Australia; that is, 15 years as a clerk 
at an average salary of £200 per annum. Is it reasonable to attribute 
in one case, £500, and in the other, £80 per annum to a South 
Australian source, because of the changes in fortune which 
occurred in the two cases after the taxpayer’s residence in South 
Australia terminated ? 

“T have designedly fixed the basis of the pension at two-thirds 
of the final salary in order to relate it more closely to the services 
performed in the years immediately preceding A’s retirement. 

“Perhaps this has no effect on the result, but I am inclined to 
think that the apportionment on a time basis often cannot be 
justified.” 


The writer heartily agrees with Mr. Turner’s comments. 


TASMANIA 


Residents of Tasmania 


The assessable income (including pensions) of a resident tax- 
payer shall include the gross income arising, accruing, or derived 
directly or indirectly from all sources in Tasmania, or received 
in Tasmania from any source, whether in or out of Tasmania, 
which is not exempt income, S. 30 (1) 1. 

Where a taxpayer derives income fro: a source outside Tas- 
mania, he is entitled to deduct from the amount of income tax 
payable by him in respect of the income so derived— 

1. Such sum as he shall prove to the satisfaction of the 
Commissioner to have been paid by him by way of in- 
come tax (except Commonwealth income tax) in respect 
of such income in the State, Dominion, or country whence 
the same was so derived ; or 
A sum equal to ordinary Tasmanian income tax upon the 
amount of such income calculated at the average rate 
payable by the taxpayer under the Tasmanian Act on 
the whole of his income which is of the same class, 


whichever is the less, S. 110. 
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Non-residents of Tasmania 
A non-resident taxpayer is assessable in respect of the gross 
income (including a pension) derived directly or indirectly from 
all sources in Tasmania, which is not exempt income. 


WESTERN AUSTRALIA 


The new Western Australian Income Tax Assessment Act No. 
13, of 1937, has been passed by Parliament, and came into force 
on December 24, 1937. 


Residents of Western Australia 


Pensions received by a resident of Western Australia in respect 
of any past employment or service rendered wholly outside Aus- 
tralia are exempt. Where the employment or service was partly 
rendered abroad and partly in Australia, the pension is appor- 
tioned on the basis of service, and that portion which relates to 
service in Australia is assessable, Section 17 (2) (h) (ii), but 
subject to rebate (see proviso). 

Where the whole of the employment or service was given or 
rendered in Australia, the full amount of the pension is assessable, 
Section 17 (2) (h) (i). Where a taxpayer has paid, outside 
Western Australia, income tax (other than Commonwealth income 
tax or State special or unemployment relief taxes) in respect of 
the whole or part of the pension, he is entitled to a rebate of an 
amount equal either to the tax so paid, or to the proportion of the 
Vestern Australian income tax attributable to the pension, which- 
ever is the less, Section 17 (2) (h) proviso. 


Non-residents of Western Australia 


In view of Clause 17 (1) (b), which provides that the assess- 
able income of a non-resident taxpayer shall include the gross 
income derived directly or indirectly from all sources in Western 
Australia which is not exempt income it would appear that any 
pension paid to a non-resident, to the extent to which it is attribut- 
able to a source in Western Australia, is assessable. On the 
other hand, the Explanatory Memorandum issued by the Premier 
states at p. 6—“This section (17 (2) (h)) incorporates the 
agreement between the States to tax its resident pensioners only.” 

Advices have been received from the Commissioner of Taxation 
that the position as stated in the Premier’s Explanatory Memoran- 
dum will be strictly observed administratively, and only resident 
pensioners will be assessed to Western Australian income tax. 


PRIORITY OF CROWN FOR TAXES IN WINDING-UP 
OF COMPANY 

Section 297 (1) of the New South Wales Companies Act 1936 

provides that, subject to the provisions of that Act, in a winding-up 

there shall be paid in priority to all other debts—(d) all land tax 
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and income tax assessed or to be assessed under any Act or Com- 
monwealth Act due from the company at the relevant date and 
having become due or to become due and payable within twelve 
months next preceding that date, or to become due and payable 
thereafter and not exceeding in the whole one year’s assessment. 

Section 215 of the Commonwealth Income Tax Assessment Act 
1936-37 provides as follows: 


“(1) Every person (in this section called ‘the trustee’)— 
(a) Who is liquidator of any company which is being 
wound up; or 
(b) who is receiver for any debenture holders, and has 
taken possession of any assets of a company; or 
(c) who is agent for a non-resident and has been 
required by his principal to wind up the business 
and realise the assets of his principal, 
shall, within fourteen days after he has become liquidator, or 
after he has so taken possession of assets, or after he has been so 
required by his principal, give notice thereof to the Commissioner. 


“(2) The Commissioner shall, as soon as practicable thereafter, 
notify to the trustee the amount which appears to the Commis- 
sioner to be sufficient to provide for any tax which then is or will 
thereafter become payable by the company or principal, as the 
case may be. 

“(3) The trustee— 

(a) Shall not without the leave of the Commissioner 
part with any of the assets of the Company or 
principal until he has been so notified; 

(b) shall set aside out of the assets available for the 
payment of the tax assets to the value of the amount 
so notified, or the whole of the assets so available 
if they are of less than that value; and 

(c) shall, to the extent of the value of the assets which 
he is so required to set aside, be liable as trustee to 
pay the tax. 


“(4) If the trustee fails to comply with any provision of this 
section (or fails as trustee duly to pay the tax for which he is liable 
under the last preceding sub-section), he shall, to the extent of 
the value of the assets of which he has taken possession and which 
were available at any time for the payment of tax, be personally 
liable to pay the tax, and shall be guilty of an offence. 

Penalty: Not less than one pound or more than fifty pounds. 


“(5) Where more than one person is the trustee, the obligations 
and liabilities attaching to the trustee under this section shall attach 
to those persons jointly.” 

Section 264 of the New South Wales Income Tax (Manage- 
ment) Act 1936 is substantially the same as S. 215 of the Com- 
monwealth Act with the addition of the following Sub-section (6) : 
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“(6) Nothing in this section shall render a receiver for deben- 


’ ture holders liable for the payment of any tax payable in respect of 
} income derived by a company prior to his taking possession of the 


assets of the company except to the extent to which the proceeds 


| of the sale of the secured assets exceed the amount due to the 


debenture holders.” 


Priority OF COMMONWEALTH TAXES 


The following letter was sent to the Commissioner of Taxation, 
Canberra, by the Registrar of the New South Wales Division of 
the Commonwealth Institute of Accountants: 

“A member of this Institute has asked whether the provisions 
of S. 297 (d) of the N.S.W. Companies Act 1936 apply to land 
tax and income tax assessed under the Commonwealth Acts; also, 
in the absence of any reference to Commonwealth sales tax 
therein, whether or not the Crown has any preference regarding 
that tax in the winding-up of a company. 

“As this is a matter of considerable importance to members of 
this Institute who act as liquidators of companies, my Council 
would be grateful to receive your ruling on the matter at your 
early convenience.” 

The following reply was received from the Second Commissioner : 

“In reply to your letter of 17th ultimo, I have to advise you 
that both the Income Tax Assessment Act and the Land Tax 
Assessment Act contain provisions which prevail over the pro- 
visions of Section 297 (d) of the New South Wales Companies 
Act 1936 and consequently the last-mentioned provisions do not 
apply to Federal income tax and Federal land tax. 

“In connection with this matter, I would refer you to Section 
215 of the Income Tax Assessment Act 1936-37, which pre- 
scribes the procedure which is to be followed by a liquidator of a 
company in connection with the liability for income tax due and 
payable at the date of liquidation, as well as income tax which 
may become due and payable subsequent to that date. 

“With regard to land tax, I would also refer you to Section 56 
of the Land Tax Assessment Act, which confers on the Depart- 
ment the rights of a secured creditor for unpaid land tax. 

“The position in regard to sales tax is that the Department does 
not assert any right of priority over secured creditors. It is, how- 
ever, entitled to be paid in priority to all unsecured creditors. 

“The sales tax law provides that all costs, charges and expenses 
which, in the opinion of the Commissioner, have been properly 
incurred by the liquidator in the winding-up of a company, includ- 
ing the remuneration of the liquidator, may be paid out of the 
assets of the company in priority to any tax payable in respect of 
the company.” 

The State Registrar replied, enclosing the following letter from 
J. A. L. Gunn, and asking for the favour of the Commissioner’s 
further consideration of the matter: 
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“T am obliged to you for sending me a copy of the Second Com- 
missioner’s letter of September 1, 1937. I apologise to Mr. Jackson 
for troubling him again after favouring the Institute with his 
ruling, but in view of the very great importance of the subject, I 
should be very grateful if the Council would ask Mr. Jackson to 
reconsider the ruling if he finds merit in the following submission: 

“The Second Commissioner states the Income Tax Assessment 
Act contains provisions (S. 215) which prevail over those of 
S. 297 (d) of the New South Wales Companies Act 1936. 

“The general doctrine of immunity of instrumentalities which 
had been laid in D’Emden v. Peddar (1904) 1 C.L.R. 91, was 
overthrown in the Engineers’ case (1920) 28 C.L.R. 129. 

“Section 109 of the Constitution provides, however, that when 
a law of the State is inconsistent with a law of the Commonwealth, 
the latter shall prevail and the former shall, to the extent of the 
inconsistency, be invalid. “The invalidity of the State Act in such 
a case is said to depend upon the express words of S. 109 and 
not upon any implication prohibiting the State from interfering 
with the means employed by the Commonwealth for the perfor- 
mance of its constitutional functions (Engineers’ case, at p. 157). 
Accordingly, if Commonwealth legislation passed under one of 
the powers of the Commonwealth Parliament conflicts with State 
legislation either expressly or impliedly (such State legislation 
being legislation which, apart from S. 109, would have been 
valid) the State legislation necessarily fails,’ per Latham C.J. in 
West v. C. of T. (N.S.W.) (1937) 1 A.L.T.R., at pp. 5-6. 

“Does the Commonwealth legislation, S. 215 of the Income Tax 
Assessment Act, expressly or impliedly conflict with the State 
legislation, S. 297 (d) of the N.S.W. Companies Act? 

“T do not believe there is any conflict at all between the two 
sections. Section 215 of the Assessment Act forms part of Part VI, 


which deals with the collection and recovery of tax—that is to ~ 


say, it is a machinery section, and is not a charging section. It 
covers receivers for debenture holders and agents for non-residents, 
as well as liquidators of companies. It requires a liquidator to 
give notice of appointment. The Commissioner shall notify the 
liquidator of the amount which appears to him to be sufficient to 
provide for any tax which then is or will thereafter become payable 
by the company. The liquidator shall set aside, out of the assets 
available for payment of the tax, assets to the value of the amount 
so notified, or the whole of the assets so available if they are of 
less than that value. The liquidator shall, to the extent of the 
value of the assets which he is so required to set aside, be liable 
as trustee to pay the tax. 

“In my opinion, full effect can be given to both Acts. In the 
case of a winding-up, Ss. 282, 296 and 297 of the Companies Act 
set out the order of priority in which dividends are to be paid out 
of the assets of the company and, in effect, determine what are 
‘the assets available for payment of the tax.’ 


FEB, | 














Com- 
rckson 
th his 
ject, I 
son to 
ssion: 


sment © 


»se of 


which 
|, Was 


when 
yealth, 
of the 
1 such 
9 and 
fering 
erfor- 
157). 
ne of 
State 
lation 
been 


J. in 


e Tax 
State 


e two 
rt VI, 
is to 
n. It 
dents, 
‘or to 
y the 
ent to 
ryable 
assets 
nount 
ire of 
f the 
liable 


n the 
s Act 
d out 
it are 








FEB, 





1938 THE AUSTRALIAN ACCOUNTANT 35 


“With reference to the secured creditors, the Explanatory Hand- 
book, at p. 197, states that the inclusion of receivers in S. 215 
does not give the Department any preference over debenture 
holders or other secured creditors, but if the assets of which 
possession has been taken are more than sufficient to meet the 
requirements of the secured creditors, the liability to the Depart- 
ment will be more speedily met by the above requirement being 
placed upon the shoulders of the receiver. I mention this because 
of Mr. Jackson’s ruling as to secured creditors under the sales 
tax laws. I presume the ruling also applies to income tax.” 


The Commissioner replied as follows: 

“In reply to your letter of the 23rd September, 1937, I desire 
to inform you that the preferential rights of the Commonwealth 
for payment of income tax in the winding-up of a company has, 
on several occasions, formed the subject of advisings by the 
Attorney-General’s Department. These advisings are that the 
Commonwealth rights to priority are paramount and cannot be 
altered without special legislation. 

“Mr. J. A. L. Gunn’s interpretation of the effect of the provisions 
of Section 297 (1) (d) of the New South Wales Companies Act 
1936 is not supported by the advisings.” 


Priority oF New Soutn Wa LEs INCOME TAx 


The New South Wales Divisional Council of the Commonwealth 
Institute also took the matter up with the New South Wales Com- 
missioner of Taxation. 

Mr. McMahon replied as follows: 

“I refer to your letter of the 17th inst., in regard to the apparent 
conflict between Section 264 of the Income Tax (Management) 
Act 1936 and Section 297 of the Companies Act 1936. 

“Section 297 (1) (d) of the Companies Act gives priority of 
claim for income tax in respect of one year only. Section 264 of the 
Income Tax (Management) Act 1936 requires the Commissioner 
to notify the liquidator, as soon as practicable after receipt of 
notice of liquidation of a company, of the amount which should be 
set aside to meet any tax which then is or will thereafter become 
payable by the company. 

“The liquidator is required to set aside assets of the company 
to the value of the amount notified by the Commissioner or, if 
the value of the assets is less than that amount, the whole of the 
assets, and is liable to pay any tax then due or afterwards falling 
due, not exceeding in amount the value of the assets, which he 
is required to set aside. No limitation is placed upon the number 
of assessments in respect of which there is a liability to tax. 

“In view of the express requirements of Section 264 of the 
Income Tax (Management) Act 1936, and in view also of the 
fact that it was assented to later than the Companies Act 1936, 
the liquidator is, in my opinion, liable to pay State and Special 
income tax of an amount not exceeding the value of the available 
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assets in his hands at the date of liquidation, irrespective of the 
number of years for which tax may be due.” 

The State Commissioner’s letter was sent to J. A. L. Gunn for 
comment, who replied as follows: 

“T have to thank you for copy of letter received from the State 
Commissioner of Taxation dated 30th August, 1937. 

“With respect, I cannot agree with the remarks contained in 
the Commissioner’s letter, and can only reiterate the submissions 
contained in my letter to you of 12th August, namely: 

(1) Where there is an apparent conflict between two Acts, 
unless the one expressly excludes the other, an interpre- 
tation giving full effect to both Acts should be sought. 

(2) There cannot be a repeal by implication unless the two 
statutes are obviously inconsistent: For v. Pett [1918] 
2 K.B. 196; an earlier enactment not being inconsistent 
with a later is not thereby repealed: Flannagan v. Shaw 
[1920] 3 K.B. 96. That one Act may operate to repeal an 
earlier, the provisions of the later must be so inconsistent 
that the two cannot stand together: Wallwork v. Fielding 
[1922] 2 K.B. 66. 

I submit that there is no conflict whatever between the two 
sections. Section 264 of the Income Tax (Management) 
Act requires a liquidator to give notice of appointment. 
The Commissioner shall notify to the liquidator the amount 
which appears ‘to be sufficient to provide for any tax which 
then is or will thereafter become payable by the company.’ 
The liquidator shall set aside, out of the assets available 
for payment of the tax, assets to the value of the amount so 
notified, or the whole of the assets so available if they are 
of less than that value. 

The liquidator shall, to the extent of the value of the assets 
which he is so required to set aside, be liable as trustee to 
pay the tax. 

(4) In my opinion, full effect can be given to both Acts. In 
the case of a winding-up, Ss. 282, 296 and 297 of the 
Companies Act set out the order of priority in which divi- 
dends are to be paid out of the assets of the company and, 
in effect, determine what are ‘the assets available for pay- 
ment of the tax.’ 

(5) I would also draw your attention to the fact that although 
the Income Tax (Management) Act is later in date of 
assent than the Companies Act, it came into operation earlier 
than the Companies Act. 

“Apart from legal considerations, the Commissioner’s letter 

appears to me to disclose a very serious state of affairs. 

“Section 264 of the Income Tax (Management) Act 1936 
merely repeats in substance S. 58 of the Income Tax (Manage- 
ment) Act 1928. These sections are mere machinery sections—they 
are not charging sections. On the other hand, the Companies Act 
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for the first time lays down a limited priority in respect of income 
tax in the event of the winding-up of a company. 

“It would seem to be an extraordinary thing that the Com- 
missioner could successfully fasten on the accident that one Act 
was assented to shortly after the other to ignore the clear directions 
contained in the Companies Act. It is quite obvious that the 
Parliamentary draftsmen and Parliament had no knowledge that 
a highly important law like the new Companies Act was going 
to be flouted in this manner, and I would suggest, therefore, that, 
in the event of the Commissioner still adhering to his ruling, the 
matter should be placed before the Attorney-General in the hope 
that immediate action will be taken to remedy the position.” 

In consequence of the Commissioner’s advices the Divisional 
Council has made representations to the Minister of Justice, the 
legislation so as to give full effect to the provisions of S. 297 of 
Hon. L. O. Martin, recommending the desirability of amending 
the Companies Act. 





WAGES TAX 
PAYMENTS UNDER FEDERAL AWARDS 


On February 2, 1938, Mr. Harrison S.M. decided, in proceed- 
ings brought against Tasmanian Steamers Pty. Ltd., for an 
alleged breach of the Marine Cooks Award, that the provisions 
of the Commonwealth Conciliation and Arbitration Act overrode 
the provisions of the N.S.W. Special Income and Wages Tax 
(Management) Act, 1936-37, insofar as the latter Act sought 
to require an employer to deduct Wages Tax from wages paid to 
an employee working under a Federal Award. 

The effect of that decision, unless and until upset on appeal to 
a superior Court, is to render of no effect the statutory require- 
ments imposed on employers by Section 18 of the Special Income 
and Wages Tax (Management) Act, 1936-37, so far as employees 
under Federal Awards are concerned. 

Notice of appeal to the High Court has been filed, and in those 
proceedings the N.S.W. Government will intervene. 

In the meantime the legal position of employers is conflicting. 
Observance of the magistrate’s ruling would necessitate a breach 
of the State Act, while if the alternative of complying with the 
State Act is followed a breach of the Commonwealth Act is 
committed. 

The Taxpayers’ Association of New South Wales has obtained 
Counsel’s opinion on the subject. The opinion expressed is that 
the High Court will reverse the magistrate’s decision. 

In the meantime, the Taxpayers’ Association has advised its 
members to continue to deduct tax from all employees, but, in 
respect of payments under Federal Awards, to retain the amount 
collected in a trust account until the legal position has been 
clarified either by decision of the High Court or by validating 
legislation. 
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Origin and Growth of Retail Merchandising 
By A. G. WHITLAM, B.A., B.COM., L.I.C.A., 
Lecturer in Marketing, University of Melbourne 


(The introductory lecture to the series on Retail Accounting 
Procedure delivered to the Commonwealth Institute of Accountants, 
Victorian Division) 


Retail business, most of which is transacted through retail shops 
and stores, provides, as you know, work of varied nature for an 
enormous number of people, mainly, of course, salesmen and sales- 
women, but including all those who are necessary to their successful 
functioning, e.g., buyers, storemen and packers, delivery men, 
advertising men, clerical workers, managers, etc. Retail shops and 
stores are spread all over every advanced community. Wherever 
there are people, there are retail stores. While the number would 
vary in different countries, there is on the average one shop or 
store of some kind to every 80-90 people, or a retail store to every 
20 families or thereabouts. 


Wuat 1s RETAILING? 


Retailing is that branch of business which is concerned with the 
sale of goods directly to consumers, usually for their ultimate use, 
known as consumers’ goods as distinguished from goods used for 
productive purposes, known as producers’ goods. 

It is obvious that in order to sell goods, the retailer must first 
buy them, hence buying and selling are said to be the chief 
functions of retailing. Buying and selling are by no means the 
simple functions so often supposed, since the profitable operation 
of business depends more upon the quality and accuracy of the 
judgment used in the direction and control of buying and selling 
than on any other factor or combination of factors. In order that 
buying may be efficiently undertaken, judgment must be used in 
determining what to buy, how much to buy, when to buy, where to 
buy and how much to pay for each item. On the selling side, 
judgment must be used in deciding where to sell, how to sell, and 
the price to be charged for each item. 


KINDS OF RETAILERS 


There are, as everybody knows, a great many kinds of retail 
establishments, not only differentiated according to the kinds of 
goods sold, but also differing according to their organisation and 
methods of doing business. Classified generally by the type of 
goods or merchandise handled, we have groceries, softgoods, hard- 
ware, furniture, chemists, and so on. Classified by the type of 
ownership we have the individual ownerships, partnerships and 
corporations. Until fairly recent years, nearly all retail businesses 
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were individually owned, and while the tendency has been, for 
some time, and still is, for corporations to take over the stores of 
the larger kind, such as department stores, the individually-owned 
store is still, both in number and the volume of sales, the main 
type of retail establishment. Another subdivision of the classi- 
fication by ownership depends upon the number and organisation 
of retail store units owned and operated under a single manage- 
ment. Under this heading we have chain stores of varying types, 
local, sectional, national and international, manufacturers’ retail 
branches, and consumers’ co-operative stores. 


ORIGINS OF RETAILING 


Retailing is the oldest of business institutions. Originally, trading 
was conducted by exchange or barter. Later, certain goods were 
used as a medium of exchange; and much later still, money, in the 
form of metals, became the medium. 

During the period from 600 A.D. to 1000 A.D. there was rela- 
tively little trade in Western Europe. These were the medieval 
or so-called dark ages. Such trade as there was appears to have 
been carried on mainly by pilgrims and pedlars. 

Following the eleventh century, trade again began to appear. 
By the fourteenth century the people in European countries had 
begun to specialise in ways of making a living. Some were farmers, 
others were carpenters, bricklayers, bakers, tailors, shoemakers, 
cabinet makers, and so on. In order to market their wares and 
obtain goods made by other producers or craftsmen they took 
them on appointed days of each month to certain places, streets or 
open spaces where everybody wanting to buy or sell congregated. 
Such meetings of buyers and sellers were called markets or “fairs.” 
This system of exchange of goods at markets and fairs continued 
for very many years. It has indeed come down to us as part of 
our present marketing system in the public markets found in many 
cities and villages, particularly in Europe, but also in this and 
other newer countries. 

Gradually the craftsmen and producers who had formerly taken 
their goods to the fairs or market places for sale or exchange on 
market days found that if their goods could be displayed and offered 
for sale that sales could be made between market days. Most of 
the craftsmen of that time carried on their trade in their own homes, 
which in those days were usually two or three stories high. The 
work was done on the ground or street floor, while the living 
quarters were on the floor or floors above. The working space was 
known as “the shop.” Selling thereafter continued for a Jong time 
both at the markets and at the shops. This is the origin of the 
term “retail shop.” It was the place where the goods were originally 
made and sold, and later, came to be the place where the goods, or 
most of them, were sold. In time, when home production gave 
way to factory production, the place of sale of such goods still 
continued to be called “shop.” Most goods sold at retail are now 
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produced in factories, and the retailer buys rather than produces 
them himself for his customers. 

During the 1500’s and 1600's the retail shop system in England 
and other European countries developed fairly rapidly. Most of 
these shops were very small. The selling space or room in many 
cases was not more than a few feet square. The shopkeepers, who 
were for the most part also craftsmen, carried small stocks and 
very limited lines. Thus in the softgoods and apparel trades, there 
were drapers, tailors, haberdashers, hatters, cappers, hosiers, shoe- 
makers, glovers and others. By the seventeenth century, the small 
shops just mentioned were in existence everywhere in Europe. 

In the development of the multitude of small shops both in Europe 
and, later, America, shopkeepers found difficulty in getting goods 
when they wanted them, directly from producers. So there came 
into existence, in a small way at first and later as very important 
businesses, the middleman between producers and retailers known 
as wholesalers. The term then literally meant dealers in whole or 
large lots such as entire barrels, boxes or cases at a time, hence 
wholesalers. Other middlemen arose who specialised solely in 
imported goods. They were called importers. As wholesalers and 
importers became important factors in the distribution of goods, 
they were called merchants. Retailers were not called merchants 
in either England or America until the latter part of the nineteenth 
century. 

The wholesaler continued to be the principal source of supply 
for the great majority of all kinds of retailers throughout the 
eighteenth and nineteenth centuries. It was not until the latter 
part of the nineteenth century that any other system of distribution 
arose to challenge the supremacy of the wholesaler, and there was 
no serious challenge until well after the beginning of the present 
century. The challenge came from department stores and chain 
stores, and, in Amercia, the mail order houses also, that had their 
origin in the latter half of the nineteenth century, but did not come 
to be really important until after 1900. Since then there has been 
very active competition between the wholesalers and these newer 
forms of large-scale retailing concerns, whose purchases are made 
very largely direct from manufacturers and producers. . 

Having sketched very generally the origin and development of 
retailing, and in the course of my remarks mentioned various types 
of retail establishments, we will examine a little more closely the 
principal types of retail units which we find around us to-day. The 
types to be dealt with will be: 


(1) The General Store 
(2) The Independent or Unit Store 
(3) The Department Store (Large 


(4) The Chain Store se 


(5) The Consumer Co-operative Store. 
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1. THe GENERAL STORE 


The general store is confined almost entirely to small towns in 
rural areas. As new areas are, at first, only sparsely settled, there 
is only trade enough to support one store and this has to be a 
general store. This type of store was the original in U.S.A. and in 
Australia, and in fact in all the newer countries, and still is the 
first type to develop where settlement first takes place in newly 
opened areas. As the population grows, specialisation is introduced 
and new shops which handle only one more or less related line of 
goods, e.g., softgoods or groceries, come into being. In small towns, 
however, general and specialty stores exist side by side. 

The competitive advantages of the general store are: 


1. 


Its convenience of location to its customers. This gives it 
a distinct advantage over its competitors in the sale of staple 
goods or necessaries which people buy frequently and in 
small lots. In addition, the delivery of goods is quicker and 
exchanges and adjustments can be made easily. 

The personal contact of the proprietor with his customers 
affords the opportunity of rendering personal services and 
making friendships which can mean so much in promoting 
sales and in guiding him in the extension of credit. Most 
general storekeepers have to allow large amounts of credit 
for long periods. Their security very often takes the form 
of liens on crops and mortgages on live stock. In some 
cases, farm products are accepted in liquidation of amounts 
owing or are disposed of through the storekeeper’s agency ; 
thus the storekeeper, in addition to his normal retail busi- 
ness, quite often operates as a local dealer. 

Operating expenses are as a rule relatively low, since his 
premises are comparatively inexpensive and his working 
expenses are also low, particularly if the proprietor is 
assisted, as is often the case, by members of his own family. 


On the other hand, there are some competitive disadvantages : 


1. 


As the general store is generally unable to carry large and 
assorted stocks of all the lines carried, al] the demands of 
its customers cannot be met. Take, for example, “shopping” 
goods such as clothing, where customers wish to compare 
prices, styles and qualities in a number of shops or stores 
before purchase. This class of trade is the great draw of 
the large city store. By having to purchase many lines of 
goods, but each in small quantities, quantity discounts are 
often lost. This means that the buying may not be on the 
most advantageous terms. 

The large amount of extended credit which is a common 
feature of this type of store often results in the storekeeper 
not being in a position to pay his accounts within the time 
necessary to obtain cash discounts. This credit service, 
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together with the risk attached to it, are largely subject to 
the profitable marketing of crops and other produce. 

3. Inefficient management, while not an inherent disadvan- 
tage, nevertheless, is fairly common and decreases the com- 
petitive strength of the general store. The wide range of 
goods carried militates against efficient buying, and the 
accounting system, if there is a system at all, is very often 
inadequate. 


Improvements in transport and communication facilities, par- 
ticularly since the advent of the motor car, increased style elements 
in merchandise, rising standards of living, the effects of the 
increased circulation of periodicals and of talking pictures on the 
consumers’ knowledge of styles, extensive newspaper and radio 
advertising by city stores, together with mail order competition, 
threaten to confine the activities of many general stores. Much of 
the rural trade has in fact, in recent years, been drawn to the city 
shopping centres. 


2. Tue Unit SPECIALTY OR INDEPENDENT STORE 


This type of store is one that is owned and operated as an 
independent unit and which handles a limited range of merchan- 
dise, e.g., groceries, softgoods, hardware. It contrasts with the 
chain stores, which, as a rule, operate many stores. Unlike the 
department store, which has an elaborate departmental organisa- 
tion, the unit store, if departmentalised at all, has a relatively simple 
organisation with a much smaller number of departments. The 
unit store is the typical and most numerous retail establishment 
of our cities and towns. 

The competitive advantages of the unit store are: 


1. Its convenience of location for consumers who wish to 
purchase their more or less everyday requirements. 

2. Being relatively small, the proprietor has the opportunity 
to establish personal contacts with his customers, cater to 
their tastes, and personalise his services. This is probably 
the greatest advantage possessed by this type of store. 

3. It is generally considered that the working expenses are 
relatively low, mainly because rents are much lower in the 
suburbs than in the city. 

The competitive disadvantages are: 

1. The limited buying power—this is the major disadvantage 
—which often results in the loss of price concessions or 
quantity discounts which attach to buying in large quanti- 
ties, unless, of course, as is becoming quite common, pro- 
prietors of unit stores form groups or syndicates and buy 
co-operatively. Moreover, since most unit stores are rela- 
tively small, they cannot employ specialists for their buying, 
as can their large-scale competitors. Buying for unit stores 
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is done very largely through wholesalers, whereas the large- 
scale retailers buy mainly direct from manufacturers. 
Opportunities for expansion are, as a rule, fairly limited 
unless, of course, additional stores are opened in other neigh- 
bourhoods. 

3. As with the general store, poor management is not an 
inherent disadvantage; it is nevertheless a very common 
weakness of neighbourhood unit stores. This is evidenced 
by such weaknesses as the selection of poor locations, bad 
credit policies, poor selection and arrangement of stocks, 
indifferent selling and inadequate accounting. It has to be 
borne in mind that the opportunity for efficient store 
management does not automatically result in efficiency. 
Both inclination and capacity are necessary to efficiency. 


bo 


3. DEPARTMENT STORES 


Prof. Copeland, of Harvard University, has defined a depart- 
ment store as “a retail institution organised on a departmental 
basis in which one of the major departments is softgoods.” Depart- 
ment stores are found in all large cities of progressive countries. 
They have large centrally situated premises housing many depart- 
ments. It is not unusual for a department store to have 100 or 
more separate departments, each being separated, as a rule, from 
the others in location, management and accounting. This is to 
say, a large retail business becomes a department store when 
different classes of goods are kept separate, with a manager in 
charge of each class, and an accounting system is provided which 
shows the results of each department. The distinction between a 
large unit store and a department store, therefore, is in the organisa- 
tion, not in the lines of goods carried. 

The late Prof. Marshall is the authority for the statement “that 
massive retail trading in England had its origin in the workers’ 
co-operative movement,” a type of retail organisation which had 
its beginning in 1844 and which I shall discuss a little later. 
The present type of department store appears to have 
had its origin in France with the establishment, about 1852, of the 
“Bon Marche” and the “Louvre” in Paris, but it is in the U.S.A. 
that department stores have reached their greatest development, 
although their history there is not traceable beyond the period of 
the Civil War (1861-1865). They appear to have evolved from 
softgoods (drygoods) stores—certainly not from the general store 
—and that would also appear to have been the position in Australia, 
the reasons being that the department store is a product of urban 
conditions; its development has been due to the increasing con- 
centration of population in large cities, the provision of efficient 
postal and transport facilities, and the use of press and other adver- 
tising in extending the areas from which patronage is drawn. 
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Competitive advantages of the department stores are: 
a 





Probably the greatest and most certain advantage is the 
economy in purchasing due to: 
(a) The enormous quantities purchased, usually direct 
from manufacturers—local or overseas—hence ob- 
taining maximum discounts or special prices, and 


facturing is also undertaken by department stores, 
especially in Australia. 
Central location is essential to secure the shopping trade 


from all areas; it follows, therefore, that should the shop- : 


ping centre of a city shift, so must the department store. 
Some of the original department stores in New York have 
moved as many as seven times, their changes in location 
range from three to seven times. The same development 
can be seen in London, Sydney and Melbourne. 

The size of the leading department stores enables them to 
use newspaper advertising space economically and exten- 
sively, thus securing the attention-attracting power and 
prestige which are lacking when smaller space is used. 
Department stores are the largest users of newspaper adver- 
tising in Australia. 

Experts are employed, not only in buying, but also in charge 
of advertising, accounting, credit, personnel, etc. In some 
cases, psychologists assist in selecting, and, later, training 
sales people. The accounting system enables the efficiency 
of the various departments to be measured. 


Economies should arise from the combination of many 
departments under one roof and management. Expense 
items such as accounting, credit control, can be distributed 
over all departments. Mechanical office and other equip- 
ment can be used economically. A considerable degree of 
standardisation in methods is possible. The delivery system 
serves all departments. Stores with many floors probably 
show savings in rent. Rent paid by a store is, I understand, 
charged to departments according to the amount of floor 
space occupied, the location on the floor and the location of 
the floor. Another avenue of economy is the opportunities 
for the interchange of employees between different depart: 
ments to meet exceptional demands. 

Selling advantages accrue from the wide range of goods 
carried, since shopping is facilitated when a number of 
articles can be purchased in the one store, and one line o 
goods may promote the sale of other lines, e.g., shoes and 
hosiery, furniture and furnishings. The layout of stores is 
designed with a purpose; goods which may be classed as 
“impulse” goods are usually arranged along the regular 
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lines of traffic within the store in order to arouse the atten- 
tion and interest of potential customers. 
Some stores offer their customers a number of what we may 


} term “extra” services, e.g., the provision of facilities such as rest 


rooms, writing rooms, bureaux of many kinds. These services 
may be very effective in building goodwill and prestige. They add 


' considerably to the overhead expenses, but many of them provide 


) should not be regarded as unnecessary. These extra services are 
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) an essential part of the merchandising policies of some department 


stores; they attract custom and that is what they are there for. 
Competitive disadvantages of the department store are: 

1. The economies due to the combination of departments 
under one roof and management are offset, at least partly, 
by high working costs due to heavy expenses of supervision 
and control, delivery and advertising costs, and the elabora- 
tion of service. One authority has stated that in some of 
the largest department stores in the U.S.A., approximately 
50% of the total personnel is made up of non-selling 
employees. While such a division of labour may increase 
considerably the efficiency of the selling force, it is in part 
due to the size of the establishments and results from the 
necessity for minute recording, checking, and supervising 
activities. The Harvard Bureau of Business Research esti- 
mates the average expense of department stores in the 
U.S.A. at about 30% of sales. The high operating costs 
of department stores may, of course, be counterbalanced by 
buying advantages. Cost accounting now enables the dis- 
covery of the profitable departments from the unprofitable, 
if any, but policy may dictate the continuance of the latter. 

2. The liberal service policy is often abused by unreasonable 
customers due very largely to the adoption by department 
stores of the motto, “the customer is always right.” 


3. The absence of close personal touch between executives and 
their customers is a weakness common to all large-scale 
retail organisations. The careful selection and training of 
employees, coupled with their self-interest and encourage- 
ment by means of commissions, bonuses and part-ownership 
schemes, tend to promote efficiency and hence compensate 
in part for the personal effectiveness of unit store proprie- 
tors. 

The number of department stores has increased very little in 
the past twenty years or so, but the volume of sales of existing 
stores has increased enormously during that period. The depart- 
ment store is being subjected to pressure by other forms of retail 


) Organisation, particularly the chain store over which it seldom now 





has any advantage in purchasing power. One way in which the 
competition is being met is by the amalgamation of independent 
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store units under one control, the main purpose in view being to 
obtain additional advantages in their buying arrangements. 


4. CHAIN STORES 
The most important change which has come about in retailing 
during the past two decades or so is the development of the chain 
store. 
What do we mean by the term “chain store”? A chain store 
consists of a centrally owned group of retail units handling similar 


lines of goods and operating under a common management and? 


control, i.e., they follow common policies and utilise common 
methods of operation, which are determined by the central manage- 
ment. There is no general agreement as to the minimum number 
of stores necessary to constitute a chain, but most authorities con- 
sider that three or four should be regarded as the minimum. The 
mere ownership of three or more stores dealing in the same lines 
of goods does not necessarily constitute a chain in the economic 
sense. The method of operation rather than the number of stores 
under common ownership constitutes the distinction ; for example, 
if no common policy is followed and each store is operated inde- 
pendently of the others without using what are known as chain 
store methods, the common ownership may not class these stores 
as a chain. 

The chain store, as we know it to-day, like the department store 
and the mail order house in U.S.A., is of comparatively recent 
development. The G.A. & P. Tea Co., established in U.S.A. in 
1858 by Mr. G. H. Hartford, seems to have been the first of the 
existing chain stores. It has since become the large single chain 
store company in the world. There are over 15,000 stores in this 
chain and it has an annual business of more than one billion dollars. 
The next large chain organisation was the Jones Bros. Tea Co., 
founded in 1872. This was followed in 1879 by F. W. Woolworth 
Co., the first of what are known in U.S.A. as the five and ten cent 
chains. 

In England the first and most successful chain is understood to 
be that of Boots, cash chemists, which now has over 1,000 branches 
in England, and recently extended its activities to New Zealand 
and Australia. 

In Australia, Moran & Cato Pty. Ltd. seem to have been the 
first in the field. Their first store was opened in 1882 and three 
were added in 1883. This chain to-day has well over 100 branches 
spread over several States of the Commonwealth. 

Prior to 1910 the rate of growth of the chain store was slow. 
Since 1920 the maximum development has taken place, both in the 
number of chains and in the number of stores operated by individual 
chain store organisations. It is in this latter period that the chain 
store has assumed great importance and has subjected unit or 
independent stores, particularly in what are known as “convenience” 
goods to a competition with which many have been unable to cope. 
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) The development has coincided with the modern movement towards 
' standardised products, i.e., packaged, trade marked, and easily 


| identified articles. In England chain stores handling “convenience” 
} goods, while very prominent, do not hold the same relative position 
} asin U.S.A., due very largely to the stretigth of consumer co-opera- 
* tive retail stores. 


In spite, however, of the rapid extension of chains to additional 
fields of retailing, by far the largest number are still found in the 
distribution of “convenience” goods. It is estimated that in U.S.A. 
at least 50% of the total chain retail units are operated by grocery 
chains. In Australia grocery chains also hold first place. The names 


age-|) of the leading chains are, of course, well known to you. Variety 


' chains are well developed, two being very prominent. The largest 
' chain in the drapery field is that of O. Gilpin Ltd. 
Chain stores have developed in the following ways: 

1. From the gradual extension of one retailer who had bought 
up or established other stores. Most of the original chains 
have been expanded in this way and have financed new 
stores out of earnings, i.e., within the organisations. 


2. Corporations have been formed for the express purpose of 
developing retail chains, but few have met with success. 

3. Sometimes established retailers have united to form a chain. 

4. Manufacturers have established chains for the sale of their 


own goods. e.g., in such lines as shoes, men’s suits (U.S.A.), 
hats, and so on. 
Territorial Basis: Chair stores may be classed as: 
Local—These are by far the greatest in number. They are 
found in many lines of business in nearly every large city and range 
from a few stores to hundreds. 
Sectional or State—These usually limit their operations to a 
single State or part of a State. 
National.—These have units in all or many parts of a country, 
eg., G. A. & P., and Penny’s Softgoods chain in America, G. J. 
Coles & Co. Ltd. in Australia; and 


International, where the chain has branches in foreign countries, 
e.g., F. W. Woolworth Co. in America, in addition to having 
branches in all parts of the U.S.A., also has units in Canada, Great 
| Britain and on the Continent. The Australian comipany by that 
name, though it has no connection with the American concern, is 
also an international chain since it has branches in New Zealand 
as well as in most, if not all States in Australia. The present ten- 
dency of chain store development in Australia and elsewhere is 
for local and sectional chains to spread farther afield, thus approach- 
ing the national organisation. 


Chain Store Policies and Practices 


The primary appeal of the chain store is price, and the chain 
policies aim to give effectiveness to this appeal. It is claimed that 
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chain stores pass on to the consumer many of the economies made 
possible by chain store operation and mass distribution. 

One of the strongest points of the chains is their featuring of 
standard goods. Generally chains make no effort to attract custom 
by fashion appeals. Some chains adopt a different “mark up” 
policy from that ordinarily pursued; that is, the selling price of 
the item is fixed, and the buyer, after allowing for overhead 
expenses and profit, purchases the most suitable article that can 
be bought at that figure. Ordinarily, as you know, the “mark up” 
is made on cost price. Those of you who are interested in the 
functional form of organisation of G. J. Coles & Co. Ltd., and in 
seeing how the expenses are apportioned in that organisation, 
should read the excellent little booklet on Chain Store Economics 
and Organisation. 


Competitive Advantages 

The chain store represents an attempt to secure the advantages 
inherent in large-scale merchandising and to retain the selling 
advantages resulting from the accessibility of its retail units to its 
customers. 

Buying.—As in the cases of other large-scale retail organisations 
the buying advantage comes to the chain store from two sources— 
firstly, the volume of purchases which results in advantages in 
prices or discounts or both. Secondly, specialisation, which enables 
the chain to buy better than can the smaller independent merchant. 
All buying is done by experts at headquarters who buy for the 
whole chain. The bulk of their purchases is made direct from 
the manufacturers. As a general rule no large orders are placed 
until goods are tested out in one or more stores and proved to be 
steady lines. Arrangements are then made to take a regular output 
from manufacturers, thus assisting them to produce on a more 
economical basis. The ability to buy scientifically by experts and 
in large quantities, usually for cash, is probably the greatest advan- 
tage to these stores. 

Location.—Chains usually enjoy advantages in location, not 
only because of the skill which they exercise in selecting sites, but 
because of their financial strength which enables them to secure 
the best sites. Sites are selected only after the most careful study 
of general factors affecting the value of the location such as the 
industrial and social background of the community, local income 
distribution, local tastes, and so on. Careful consideration is als 
given to such factors as the number of people who pass by different 
locations and their purpose in passing by, also the distances from 
the general warehouse or other sources of supply, since stores 
must be so situated as to fit in with an economical scheme di 
distribution. 

Turnover—tThe nature of the merchandise carried by mos 
chains indicates that it is selected primarily because of its fas 
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i sale, and the fact that it is easy to handle. Quick turnover is 
secured by expert stock control on the one hand, and by restricting 
lines to those for which there is large demand on the other. Variety 
is kept down to the minimum ; that is, stock is confined to a standard 
list of fast-selling articles. Constant revision of the list is main- 


tained and “slow” lines are discarded. 

Specialisation and Standardisation—As in the case of the 
department store, the work of the chain store can be finely subdi- 
vided and performed by specialists, hence management is usually 
highly efficient. The chain store is an example of standardised 
retailing. The policy of standardisation limits its range of mer- 
chandise largely to staple articles, and its market primarily to 
individuals interested in price rather than in service. Methods and 
equipment are standardised; e.g., store fronts, layout, window 
displays, etc. Appeal to the eye is the most valuable selling appeal 
and chains utilise it to the fullest extent by effective display, light- 
ing and cleanliness. Customers practically help themselves, and 
the sales people can attend to them in the quickest and most econ- 
omical manner. The sales staff is practically engaged merely in 
wrapping up and taking money. Fronts, layouts and window 
displays are designed for effectiveness; e.g.. the psychological 
value of familiarity, and are always built on sound and studied 
principles. Models of window displays are made up at headquarters 
and photographs and descriptions sent to store managers with 
instructions and the necessary materials. 

Chain stores have relatively low operation expenses; factors 
contributing to this situation are: 

1. In the chains, space is used to the utmost limit. Mr. Coles 
has stated that 85% of the employees of his organisation are 
actually engaged in selling. 

2. There is one central administrative office and one set of 
buyers for the whole chain. 

3. Buying and selling for cash require a minimum of office 
staff. 

A minimum of stock is carried in each store. Organised deliveries 
to branches on certain days make possible the continuous employ- 
ment of the distributing staff. Rapid turnover of stock is generally 
obtained. Most chains are operated on a cash and carry, or non- 
service basis, thus avoiding expenses which would otherwise be 
entailed for delivery, credit and collection. 

As a rule little expense is incurred in advertising. Where chains 
do advertise, they have an advantage compared with local com- 
petitors in that the expense for advertising can be spread over 
many branches. It will be apparent that the lower costs of distri- 
bution effected by chains are not wholly the result of greater 
efficiency in distribution, for the chains do not offer their customers 
many of the services, and much of the merchandise, which are 
usually a part of the business of the independent retailer. 


D 
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Competitive Disadvantages 


1. By restricting the variety of goods, a number of potential 
customers must always be unprovided for. 

2. The absence of services, such as credit and delivery, also 
tends to limit the scope of chain operations. 

3. Lack of Personal Touch.—Personal contact between execu- 
tives and the public hardly exists in most chain stores, 
hence friendly relations with customers are usually not in 
evidence. It might, of course, well be questioned whether 
the absence of personal relationships is a drawback if regard 
be paid to the types of goods carried. 

4. Personnel Problems.—Efforts to increase the efficiency of 
employees take the forms of careful selection of employees, 
well-organised training systems, tests, bonuses, inspections 
and profit-sharing schemes. Many chains adopt the system 
of starting their men at the bottom and filling all higher 
positions from within the organisation. Merit primarily 
governs the road to promotion. Care is taken in recording 
the ability and progress of employees. When chains are 
expanding the prospects of promotion are very good. 

5. Extension of units to smaller towns entails higher cost of 
supervision; moreover, the volume of business is seldom 
as large as in urban centres. 

6. The increasing efficiency of independent stores is a limiting 
factor. Many inefficient retailers have been driven out of 
business, but others have adopted many of the chain store 
practices ; e.g., open display, better lighting, entrances and 
fixtures, and so have raised their level of merchandising 
efficiency. 


5. Tue CONSUMER CO-OPERATIVE RETAIL STORE 


Consumer co-operation in the retail field owes its origin to the 
28 flannel weavers who formed a society, and opened a shop in 
Rochdale, England, in 1844. It was soon followed by other societies 
which dealt in the principal staple groceries and articles of wearing 
apparel in demand among the working classes in England. The 
Rochdale Society introduced the ideas of the “patronage dividend” 
and the one-man-one-vote method of control, the two essential 
features of what is still known as the Rochdale plan. 

The model constitution and rules drawn up by these pioneers 
have been and still are the basis for retail consumer societies in 
Great Britain and many other parts of the world, including Aus- 
tralia. 

The distinguishing features of consumers’ co-operative societies 
in Great Britain are these (not all of these features are necessarily 
found in every society) : 

1. Membership is open to all who wish to join. The share- 
holders’ register of a co-operative society is never closed. 
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The shares in a co-operative society, which are invariably 
issued at par value, are in all cases of small amounts, usually 
£1, and generally are paid up by instalments or by the 
automatic accumulation of the sums accruing to the holder 
as his share in the profits of the society. 

The bulk of the share capital is withdrawable at short notice. 
Almost without exception each individual member possesses 
one vote, irrespective of the number of shares held. 

Proxy voting is almost unknown. 


The return on share capital is in most cases limited to a 
fixed rate of interest, usually 5%. In many societies the 
full rate of interest is not paid if the members’ purchases 
fall below a stated amount in a given period. The surplus 
profits remaining after the payment of this interest are 
usually distributed in certain agreed proportions, in some 
cases between the societies’ customers, both members and 
non-members as dividend purchases, known as a “patronage 
dividend.” 
Publicity of accounts is a universal feature. As a rule the 
statements of accounts issued by societies are detailed and 
complete. 
The trading of societies is not confined to members, although 
in practice the amount of sales to non-members is small, 
owing to the fact that admission to membership is easy 
and that membership usually entitles a customer to double 
the rate of dividend on purchases that he would receive 
as a non-member. 


The fundamental principle of this form of co-operation, which 
looks primarily to the interests of the consumer, is the distribution 
of the surplus, representing the difference between the receipts 
and costs (after paying a fixed rate of interest on capital) not 
among the shareholders in proportion to their capital but among the 
customers in proportion to their purchases. By this means the 
members obtain their goods, in principle, at the wholesale price 
plus the bare cost of handling and selling. Goods are sold to 
members for cash at the usual market price; that is, at substantially 
the prices prevailing in competitive stores. This is of great impor- 
tance since: 


1. 


2. 


It tends to avoid some of the opposition always felt towards 
price cutters. 

It gives the store a stronger financial position, since it is 
not easy or even possible in many cases to tell in advance 
just what prices will cover costs. Moreover, a surplus 
strengthens the store’s financial structure and credit as well. 
It gives a psychological advantage in that a patronage 
dividend once a year indicates to the recipients more clearly 
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the advantages of consumer co-operation than would be the § 
case with small savings here and there. ee 
4. Receiving a lump sum once or twice a year is of more value J 
to the patron because of the possibility of making better @ 
use of the saving. 
The extent and importance of British retail societies can be 
gauged from statistics. There are to-day approximately 1,200 
retail distributing societies, having approximately 10,000 branches 
which vary in size from the city society to the small village societies 
of a few hundred members. Membership is over 6,000,000, mostly fe 
heads of households. The share capital is something over 4 
£100,000,000 and the total sales over £200,000,000 per annum. H 
The economic advantages which this type of store seeks to 9% f, 
obtain are:  & 
1. Elimination of certain intermediate profits. s) 
2. The passing on of goods as directly as possible from pro- 1” 
ducer to consumer. - 
3. A reduction in the cost of distribution by: a 
(a) Avoiding the expense of aggressive advertising and it: 
salesmanship, because of an assured demand. m 
(b) Selling for cash only, thus saving credit risks and ar 
the expense attached thereto. b fo 
(c) Confining the range of goods to those in frequent as 
demand, and = cc 
(d) Having less expensive sites than competitors. m te 
In short, the greatest sources of profit of this type of store are the th 
services it does not supply, while charging customers the same @ 
prices as the stores which do supply those services. These con- 4 = 


sumer co-operative societies are shareholders in the co-operative ; 
wholesale society which undertakes wholesale purchasing and  ™ 


manufacture for its constituent members. The C.W.S. is really a le 
federation of over 1,000 retail societies who have votes in propor- © 
tion to their annual purchases from the wholesale society. or 
sy 
Position in Australia in 
Consumer co-operation in Australia is relatively of small impor- ab 
tance if one has regard to the total business transacted by retail * 
e 


establishments of all kinds. The first societies were established in 
New South Wales and made their appearance in the sixties of 
last century, their growth being due to economic pressure, due to (afl 
the after effects of the gold rush of the ’fifties and to idealism due ho 
to the spread of co-operative sentiment from England by the J 

thousands of emigrants who flocked to Australia during the previous m ex 
decade or so. Most of the societies in Australia are situated on the 9) ve 
coal fields. This is largely due to community interest, the com- pe: 
parative immobility of the population, and an anti-capitalist spirit. ho 
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Unique Accounting Methods adopted by 
Picture Theatre Organisations 
By A. G. ILLINGWORTH, A.F.I.A., A.A.LS., 
Chief Accountant, Hoyts Theatres Ltd. 


(A lecture delivered before the Commonwealth Accountants’ 
Students’ Society, New South Wales Division) 


Our business is distinctly different from most organisations, so 
fur as accounting methods are concerned; although, of course, the 
main principles of accountancy are applicable. Before I went to 
Hoyts, I was with the Ford Motor Co. for some years, where they 
had an American system in operation which was quite different 
from Australian accounting methods. Hoyts had an Australian 
system when I first joined them, which gave adequate results; but 
in 1930, Fox Films Corporation of America purchased an interest 
in Hoyts Theatres Limited, and from January 1, 1931, a most 
original and unique system of accounting was introduced. 

That system, which I have reason to believe is the only one of 
its kind in Australia, with numerous essential alterations and 
modifications and subsequent improvements, is still in operation, 
and over a period of years has proved to be eminently satisfactory 
for the requirements of the type of business with which I am 
associated. Of course, the system would not be a success without 
constant and consistent supervision, and the services of a compe- 
tent staff. In accountancy, there is no substitute for brains, and 
the best system will break down without an efficient personnel. 

When I was asked to deliver a lecture on these accounting 
methods, I hesitated to agree to do so for two principal reasons: 

1. Because there are very few large picture exhibiting companies 
in business in this country, and I was therefore doubtful if such a 
lecture could possibly be of sufficiently wide appeal. 

2. Although perfectly satisfied that any intelligent accountant 
or accountancy student would find much of interest in the unique 
system used by us, if prepared to spare the time to investigate same 
in its actual operations, I was not at all satisfied that I should be 
able to describe in the short time at my disposal in a lecture of this 
kind, or in a sufficiently interesting way, even the most important 
features. 

You will appreciate that it is one thing to control the financial 
affairs and records of an organisation, but quite another to tell 
how it is done. 

Unlike most businesses, and as you are probably well aware, the 
exhibition of moving pictures is essentially a “cash” business, with 
very few debtors and creditors. (Of course, we do have some, and 
perhaps what we lack in quantity is made up in quality.) Primarily, 
however, the Company’s revenue is received “in cash” at the box 
office, and the expenses of operating the theatres are, in the main, 
paid from week to week. It is, in fact, our constant endeavour to 
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see that all expenses incurred in connection with the screening of 
any particular feature are charged against the income received 
from the self-same screening. 

Hoyts Theatres Ltd. is interested in approximately 120 theatres 
throughout the Commonwealth, and in 25 companies. The capital 
of the parent company alone is just over £2,000,000, and the gross 
revenue, after inter-company eliminations, for the financial year 
ending June 30, 1937, was £1,015,572. Naturally, all sorts of 
intricate administrative and accounting problems arise, and from 
time to time special statements are required; but apart altogether 
from these, it is necessary to provide regularly for the directors: 

1. The weekly profit or loss on the operation of each and all of 
these theatres and companies. 

2. Detailed comparison statements from week to week, quarter 
to quarter and year to year, in relation to the takings, film hire, 
advertising and other expenses, and the profits and losses of each 
theatre and company. 

3. Quarterly, half-yearly, and yearly balance sheets, and consoli- 
dated balance sheets, and once a year a public balance sheet and 
consolidated balance sheet (excluding the outside shareholders’ 
proportion of assets and liabilities). 

4. Estimates of the bank position and commitment schedules. 
The beauty about the system we have adopted is that it is at one 
and the same time a costing and financial system, and everything 
is done on a weekly basis. 


THE OPERATING STATEMENT 


I have brought with me a number of sample blank operating 
statements, which will explain before proceeding to discuss how we 
arrive at the figures to type into same, or how these figures are 
made to tie up with our financial books. 

The Heading is straightforward, and includes the seating capacity 
of the theatre, the name of the company operating same, the name 
of the suburb or town in which the theatre is located, the week 
ending date, and the number of the week in the year. 

The Top Section includes a detail of the programme and its cost 
on the left and a daily record of the box office income on the right 
—with additional columns to show the day of the week, the weather, 
the number of persons admitted to the theatre, differentiating 
between paid admissions and complimentaries. 

The Centre Section includes particulars of all expenses, a sum- 
mary of same, particulars of revenue other than theatre admission 
money (i.e., shop rents, sweet rights, screen advertising, etc.), 
total figures of income and expenditure, and the net result of 
trading for the week, and a total of profit or loss to date. 

The Bottom Section shows the names of the theatres and 
features screened during the same week by opposition houses in 
the district, and full details of the admissions and admissions 
money for the week to date. 
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Will you please note that every item of expense is given a num- E | 

ber. Expense items of similar character are in the same number 

series, and the recapitulation of expense is brought down under a § 


few main headings such as film hire, advertising, payroll, other 
house expenses, fixed expenses, etc. 

Now, bearing in mind that this operating statement is the basis 
of both the costing and financial system, and the complete and 
final story of the operations of a theatre for a particular week, let 
us firstly consider: 

INCOME 


As far as income is concerned. our methods are simple. Tickets 
(either roll or reserve block tickets) are requisitioned from head 
office. These are of a standard type, style, size and colour, con- 
secutively numbered; and, as they represent cash, considerable 
care is taken by the management and accounts staff, as well as the 
auditors, to see that they are properly accounted for. 

I will not digress to discuss the merits of either class of tickets, 
block or roll, or the responsibility of managers in connection with 
the manner in which tickets are handled; though you will naturally 
understand that the custody as well as the supervision of the ticket 
selling and taking is one of their most important duties. Nor do 
I here propose to go into the important question of checking the 
box office revenue ; that could very easily be the subject of a lecture 
on its own—sufficient to say that theatre box office frauds perpe- 
trated over a period of years have been most original, daring and 
ingenious, and a book on same would make most interesting read- 
ing. To-day, my company has, and still is installing, ticket vending 
and change machines, with the object of minimising this risk, and 
at the same time increasing the rapidity of ticket selling, so as to 
relieve undesirable congestion at the box office and improve the 
service to patrons. 

But, to proceed, the cashiers at the theatres record the sale of 
tickets on what are familiarly called “daily takings dockets” (inci- 
dentally, these should be numerically numbered and come to the 
office in an unbroken sequence). 

The dockets, together with bank pay-in slips, are forwarded to 
the office, and entered on what are known as “weekly receipts 
summaries,” one for each theatre. Shop rents, sweet rights, tele- 
phone refunds, etc., received at the theatre are also included in 
these receipt summaries, which are then entered into a cash book, 
each theatre in total only, differentiating between morning, matinee 
and night takings, and the other types of income under their re- 
spective headings. 

Advance bookings present a little problem for the theatre box 
office and for the accounts staff. A special and somewhat intricate 
advance bookings sheet has to be prepared, so that the office knows 
exactly what proportion of each day’s banking is in respect of 
advance sales, and so that these advance sales can be included with 
the right day’s admission money. This is essential, as in some 
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cases pictures are taken off or held over according to the amount 
of admission money received, and quite often film hire is based on 
a percentage of the admission money. 


EXPENSES 


I propose to deal with expenses as they appear on the operating 
statement. 


Film Hire 


The principal item of expense is, of course, film hire; and 
although large cheques for film hire are paid weekly, the actual 
amounts charged to the operating statement do not come direct to 
the theatres from this source, but via the Film Department. 

You may or may not be aware that films are not purchased but 
hired by the exhibitors from film exchanges, who act on behalf of 
the producers. 

Film contracts are, from the point of view of anyone outside 
the film industry, very difficult to understand. In the first place 
all contracts are made well in advance, sometimes before the 
production of the pictures is even commenced. Usually an exhibitor 
contracts to hire the complete output of a producing company. 
The reason for this is, firstly, that there is considerable competition 
for the right to exhibit any pictures of merit; secondly, because 
exhibitors must have a continuous supply of film (or else close 
down with very heavy losses while closed), and there are not 
enough good pictures produced by the combined efforts of pro- 
ducers throughout the entire world to go round and meet the 
demand; thirdly, with so much money invested and at stake it is 
only natural that producers attempt to sell the product before it 
is made. 

The cost of the films is determined by a process of barter, based 
on the “star” value and possibilities of films listed to be produced. 
It is, needless to say, very much of a gamble; but methods of 
buying have been adopted to eliminate this element of risk par- 
tially, though by no means altogether. 

Film is hired either on a (1) “flat” rate; (2) on a “percentage 
of admission money,” or (3) on a “formula” basis (which takes 
into account both the admission money and the expenses of operat- 
ing the theatre). 

Contracts are usually entered into for the whole of the theatres 
controlled throughout the Commonwealth. Where payments are 
made as a percentage of takings, the cost to be charged to the 
individual theatres concerned, and the payments to be made, are 
automatically fixed thereby. With the other methods of buying, 
however, it is necessary to apportion the costs between the various 
theatres supplied. As payments are often made in advance, the 
costs have to be debited to a pre-paid film hire (or stock) account, 
and from this allocated to the theatres, as the pictures are screened 








FEB. 













































58 THE AUSTRALIAN ACCOUNTANT 


or released. All this work, the making and checking of the con- @% 


tracts, the verification of payments, and the allocation of film hire 9% its 
is done in the Film Department—and it is most important work. 7 Ac 
While, as previously indicated, some of these payments can be to 
debited direct to the theatres concerned, most film costs are deter- Pa 


mined by journal vouchers prepared by the Film Department. 
From the account’s point of view, it is essential to see that the 


correct hire contracted to be paid is actually paid, that the appor- ae 
tionment of film hire between theatres and companies is satisfac- ™ 
tory, that any amount paid in advance for “unscreened” films is pa, 
written off promptly, and not left to accumulate as “dead stock,” He 
as it were, and that films purchased on behalf of allies and associates ' 
are correctly charged out and collected. are 
Other Programme Costs nd 
Includes the salaries to orchestras, acts, stage hands, costume eq! 
rentals, etc., all of which in the normal way are paid for in cash. ob 
Salary sheets are prepared or accounts are rendered and vouched for 
with the official orders, then duly O.K.’d by the manager of the chi 
theatre, and his circuit manager, and a covering voucher is pre- wr 
pared in the office, which is a summary of the invoices; a cheque tic 
is drawn, and the cheque number and the account number is put as 
on the voucher, passed to the auditors for verification, signed by | 
the accountant and secretary and dispatched. de 
The copies of these vouchers are the source of prime entry for be 
bookkeeping purposes, and it should be noted that a voucher fre 
payable to any particular person or firm, can and does include any | 
number of theatres, whether or not in the same State or controlled cai 
by the same company, the object, of course, being to reduce the dif 
number of cheques drawn as far as possible. 
E} 
Advertising for 
Advertising expenditure is dealt with in a similar fashion, though ob 
the volume of expenditure and the number of advertising invoices co 
and vouchers is considerably greater. su 
The expenditure is classified under several headings as shown pa 
on the operating statement. (Perhaps I should explain that a trailer qu 
is a short section of a feature film put out by the film exchanges We 
and exhibited at the theatres to advertise the picture, and attract all 
the public to come along and see the entire product later.) ac 
By arrangement, the accounts of the major newspapers are only pl 
paid once a month. The vouchers, however, are put through in all 
the normal way weekly, and a covering cheque for the full month’s ge 
supply drawn at the end of each month. ac 
Here, again, a voucher will include supply for all theatres and ac 
companies. The cost of all advertising matter blocks, newspaper tir 
ads., broadcasting time, etc., is vouched and duly O.K.’d by ou 
responsible officers of the Advertising Department, as well as = 


theatre and circuit managers. S 
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You will still please bear in mind that each item of expense bears 
its own classification number, placed on the voucher by the 
Accounts Department, any doubtful classification being referred 
to me personally. 

Payroll 

This is the next item on the operating statement, and you will 
notice it is also given convenient sub-headings. I do not think it is 
necessary for me to spend any time discussing the verification of 
payrolls with arbitration awards, and in numerous other directions. 
House Expenses 

The next heading is House Expenses, a fair proportion of which 
are from cash vouchers, and are treated in exactly the same way 
as those I have been describing. However, there are other items 
such as lamps, projection and cleaning supplies, repairs to theatre 
equipment and buildings, etc., which, although paid in cash, 
obviously could not be charged against any one week. The accounts 
for these items are vouched and paid in exactly the same way, but 
charged to a general ledger account, called deferred expenses. The 
writing off of these deferred charges is of great importance, par- 
ticularly items of repairs of a semi-capital nature, or of a big amount, 
as they affect profits. 

These items, therefore, are always referred to me before a 
decision is made, and the circuit manager’s views must also always 
be considered, and it is sometimes necessary to get a policy decision 
from the general manager or the directors. 

The approximate life of lamps, carbons, cleaning supplies, etc., 
can be estimated, and the writing off of these items presents no 
difficulty. 

You will notice there are other items under the heading of House 
Expenses, such as telephone and light and power. The accounts 
for these are not rendered week by week, and as it is necessary to 
obtain the profit and loss of each week’s trading, an allocation to 
cover these expenses has to be determined. The estimating of 
such expenses is not difficult where previous accounts have been 
paid; but for new theatres, or where new plant is installed, it is not 
quite so easy, and at best the allocations have to be carefully 
watched from week to week. For instance, the light and power 
allocation for a theatre such as the Regent varies considerably, 
according to the season of the year, and the use of the cooling 
plant, and/or special stage presentations. When determined, the 
allocations are put through by journal entry and credited to a 
general ledger account called “accrued expenses.” When the 
accounts are eventually paid, they are debited to this general ledger 
account, which is, of course, watched closely, and adjusted from 
time to time. Big adjustments would never do, as they would throw 
out both the costing and financial statements, and this would 
naturally be viewed with great displeasure by the management. 
So much for House Expenses. 
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Fixep EXPENSES 
We have now to deal with Fixed Expenses. 


Rent.—First of these, you will notice, is rent, subdivided into 
rent of own property, and rent to others. 

Rent to others is paid in cash under the terms of various leases, 
etc., sometimes weekly, sometimes monthly, sometimes quarterly, 
or even yearly; mostly in advance, though not necessarily so. 

A daily diary is kept for all commitments, including payments 
off mortgages, interest, instalments on equipment contracts, etc., 
and this includes these rental payments due under leases, if not 
regular weekly payments. Severe penalties for non-payment of 
rent on the due date are sometimes provided under a lease, and 
great care has to be exercised that no such payment is overlooked. 

If rent has been paid in advance, it is charged to a general ledger 
account called “prepaid expenses,” and from there allocated to the 
theatre on a weekly basis. 

“Rent own property” is somewhat misleading as it does not 
actually refer to the Company’s own freeholds. It refers to rentals 
paid to companies in which the parent company owns or controls 
the majority of shares. In some cases these rents are paid in cash 
weekly, but in other cases (according to the state of the inter- 
company accounts) a journal entry is made, and a cash settlement 
is only made as the managements of the respective companies 
decide. I shall discuss inter-company accounts in more detail later. 


Rates and Taxes.—Rates assessments are issued in respect of 
a full year. Payments are not made weekly, but from time to time. 
Therefore allocations have to be made and the accounts treated in 
the same fashion as I have described for telephone and light and 
power. However, in view of the large amount of rates paid, a 
separate statistical record rate book is kept to record full details of 
all payments, the assessed values, amendments, the actual rate 
struck, the last date for payment, the amounts to be charged to 
sub-lessees, etc. Every increase is investigated, and I suppose, 
quite naturally, valuations are often strenuously opposed. 


Insurance is always an important department of any large busi- 
ness undertaking and I can assure you that with the various risks 
to which our business is unfortunately subject, it is no exception. 

The possibilities are such that the time spent from time to time 
in reviewing or amending existing policies, or considering new ones 
is always time well spent, and apart altogether from the value in 
pounds, shillings and pence, I can assure you it can be of the 
greatest interest. Along with other major organisations, we have 
found it beneficial to carry a fair amount of our own insurance, 
such as plate glass, fidelity guarantee, and public risk (though 
more recently, in view of a court decision on a public risk claim, 
it has been decided again to effect insurance for this risk with the 
insurance companies). 
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An allocation to cover all insurances is arrived at for each 
theatre, debited weekly to the theatre, and credited to pre-paid 
insurance account in the general ledger. 

To avoid overlooking the renewal of any policy, and to save 


| considerable work (especially the preparation of pre-paid and 


accrued lists of insurance at balancing dates), we found it advisable 
to make all insurances fall due on June 30 of each year. 

Payments are made to cover the total premiums payable in 
advance, and are debited to this pre-paid insurance account, which 
is adjusted from time to time in the same way as other accounts, 
for which allocations are made. 

Land Tax.—Here, again, an estimate is made of the total land 
tax payable, and this is allocated to the theatres over 52 weeks. 

General Overhead.—This is estimated and split up on an admis- 
sion money basis. While, of course, it is admitted that a theatre 
should theoretically bear its proportion of overhead, the same as 
any other expense, and it is perhaps a crime against all orthodox 
accountancy to suggest anything else, there are several arguments 
against so doing. 

1. The theatre managers have no control over overhead expenses. 
To obtain the success or otherwise of any individual manager’s 
efforts, it is necessary to eliminate the overhead charged. 

2. Ifa theatre is closed, the Company’s overhead is not materially 
altered, and in considering the desirability or otherwise of closing 
any theatre, it is necessary to delete overhead charges, e.g., say a 
theatre is losing £10 a week, according to the operating statement, 
but bears £15 a week overhead. The figures shown on the operating 
statement suggest that the theatre should be closed, whereas we 
would in fact be £5 a week worse off by closing. 

3. There is no reliable method of allocating overhead expendi- 
ture; to adjust properly on an admission money basis, allocations 
would fluctuate from week to week. In any case increasing over- 
head charges against the theatre manager when his business goes 
up has a definitely bad psychological effect. 

4. It is extremely difficult to estimate overhead expenses, and 
large adjustments are liable to occur. 

5. Considerable work is involved. 

Sound Equipment Rent.—This is used for the rental of sound 
equipment where special leasing arrangements have been made. 
(Normally, the charge for this appears under Depreciation of 
Sound Equipment. ) 

Partnership Priorities covered weekly rental payments made to 
partners and was only used in our association with Greater Union 
Theatres, which ceased at the end of 1937. 


DEPRECIATION 


This is subdivided into depreciation of buildings, plant, and 
sound equipment and amortisation of leaseholds. Without going 
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into a long dissertation on the subject of depreciation, and thef 
amount which should be provided, I do not think my company§ 


would mind me telling you the basis of depreciation adopted by 
us for bookkeeping purposes. 

Building depreciation is provided at the rate of 2% on cost, 
plant at 74% minimum on reducing balances, and sound equipment, 
installed cost over ten years, while leaseholds are being written off 
over varying periods. 

The necessity for providing these amounts, greater or lesser 
amounts, or the numerous and various ways of providing deprecia- 
tion could easily be the subject of a lecture on its own, and/or 
considerable argument, so I will content myself with saying that 
the weekly depreciation provided by the theatres and credited to 
a general depreciation reserve account, provides a very handy 
“cash surplus” each week for financing purposes. 


CoRPORATE CHARGES 

Includes “mortgage interest,” which, of course. applies only to 
freehold theatres and is an allocation to cover interest payable on 
the mortgage, and “interest on capital investment,” which is a 
charge made against the theatre on the Company’s equity in each 
freehold. 

As mortgages are reduced, the charge for “mortgage interest” 
is reduced ; but at the same time the charge for “interest on capital 
investment” is increased. The book entries are debits to the 
theatre, but credits to (a) accrued interest account and (b) interest 
on capital investment account, in the general ledger, and “interest 
on capital investment” is, of course, a credit to profit and loss 
account. 

The last item, Pool Adjustments paid, is used only when a 
theatre happens to be in a pool with outside theatre interests, and 
a share of the theatre’s trading has to be paid away. 

I could spend considerable time discussing pool agreements in 
their numerous and varied forms, but they have no direct relation- 
ship to the question of accounting, and I will forego the temptation 
to do so. 

I think what I have had to say should have made a little clearer 
to you the operating statement, purely as a cost sheet of each 
theatre, and you should now have some idea as to how the principal 
idea, which is to arrive at each theatre’s weekly profit or loss, is 
carried into effect. 

Now it is necessary to go into the methods adopted to get the 
figures to type into these operating statements, and to tell you how 
the figures are made to tie up with our financial books. 

THE VOUCHER REGISTER 

You will have gathered by this, that so far as the expenses are 
concerned, cash vouchers and journal vouchers are the source 
of prime entry, and that every item of expense is given an account 
number. All vouchers and journal vouchers from all sources, 
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including the interstate ones, are perused by me personally, and I 
accept full responsibility for same, and for the allocation of all 
expenditure. No voucher is entered into a voucher register until 
same has been before me, and has been marked accordingly. 

You will appreciate that this is of great value. In most organisa- 
tions of any size, it would be almost an impossibility and the 
accountant has nearly always to rely on his subordinates. Under 
our system, however, I see every voucher and journal voucher, 
and O.K. every allocation of expense. I do it as the vouchers 
arrive from the varicus branches and companies in a few minutes 
each day by simple inspection. In my judgment, this is one of the 
distinct advantages our system has over any other with which I 
have come in contact. 

We come now to our famous voucher register and the theatre re- 
capitulation sheets. Before going into an explanation of these, I 
would like to say that the work, after the proper verification of 
payments and account numbers, is largely mechanical; though not 
entirely so. 

From time to time, therefore, close consideration has been given 
to the possibility of utilising accounting machines for the dissection 
work required. So far, however, it has been found that although 
a Powers machine might possibly handle the work, other classes 
of machines could not cope with same, and while we have a tre- 
mendous volume of vouchers to handle, we do not have anything 
like sufficient to warrant the installation of a Powers machine. 

I, personally, am a great believer in machines for routine work, 
on account of their efficiency, speed and accuracy. I have had 
experience with various types, and will watch machine develop- 
ments closely; so that if a machine comes on to the market which 
will satisfactorily meet the needs of our organisation, its possibili- 
ties can be fully investigated. 

However, to proceed, both cash and journal vouchers go to the 
voucher register clerk, who proceeds to enter same under the 
various headings provided. I might mention that with so many 
companies and vouchers, constant care is required that same are 
not entered by mistake in the wrong register. For filing purposes 
each voucher is given a number in consecutive order as entered 
and each week’s cash and journal vouchers are filed separately. 
You will notice that a column is provided for the names of the 
payee, voucher number, and cheque number; then comes “credit 
vouchers payable” column, “general accounts,” “credit account 
100,” and columns 200, 300, 401-7, 408-21, 500, 600, 700, 800, 
900, 1,000, which are, respectively, film hire, advertising, payroll, 
other house expenses, fixed expenses, overhead, sundry depart- 
ments and properties, sundry pools, corporate income and expenses, 
corporate charges. 

All cash vouchers are entered firstly in the “credit vouchers 
payable” column, and secondly, in the other columns as indicated 
on the voucher. 
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Journal vouchers are entered firstly either in the debit or 


, 


credit column of “general accounts,” and secondly, in the other 
columns as indicated on the voucher. The numerical columns are 
purely theatre “control” columns and so each individual item on J 
a voucher (either cash or journal) is entered again, or, as we term 
it, “recapped” under its respective theatre and account number, on 
a recap. sheet. 

The total of the “credit vouchers payable” column equals the 
value of cheques drawn for the week, and is agreed with the “cash 
disbursement” sheets (being the summary of cheques drawn, made 
up by each State or branch office), and as entered in the cash book, 
At the end of each week, when the “recaps” are completed, a 
consolidated statement is prepared, which shows the total of each 
of the expenses and the income, and the net profit or loss of each 
theatre, and all theatres. The total of each item of expense on this 
consolidated statement agrees with the control column for that 
expense in the voucher register. 

As there are two entries for each voucher in the voucher register, 
the whole thing is self-balancing. From the voucher register, the 
postings to the general ledger and subsidiary ledger accounts are 
made. Each week’s voucher register is recapped and summarised. 
It is particularly simple, because, so far as the general ledger is 
concerned, only the control totals are posted, while all subsidiary § 
ledgers and the theatre operation have predetermined figures with J 
which to balance. 

One or two more thoughts regarding the “theatre recaps” before 
going on to the cash book. You will notice that at the bottom of 
each recap. the words 


“Checked” 

“Compared” 

“Posted” 
with a space against each for the initials of the clerk attending to 
same. The recaps. are checked by machine, and in total, with the 
consolidated statement, and it is only after this has been done, and 
they are proved correct, that each is initialled as “checked.” 

Before the finalisation of each week’s figures, a clerk goes through 

the recaps, and compares the expenses with the previous week’s 
trading. Any large discrepancies are noted and inquired into. Any 
expense found not to apply to the particular week under review is 
put into the “adjustment” section. If proper care has been taken & 
previously regarding deferred, pre-paid and accrued items, the § 
adjustment column will not be used. However, as they say, mis- | 
takes are made even in the best regulated families, and it is found, 
in fact, that occasionally this adjustment section is required. But 
I always want to know the reason why. You will find on referring 
back to the operating statement, that a line is left there also for § 
profit and loss adjustments. * 
When the recap. has been checked and compared and found | 





a 
ZA 
Re 
bie 





me 


Te Se 


eae 





Oa 





bor 
as 

sul 
an 
Th 


eni 


led 
sch 


anc 
hay 
ve! 
out 
bal 
fro 


kee 
a k 
tell 
acc 
dat 
tior 
son 


sto! 
anc 
hav 


cas 
acc 
thai 
agr 








“EB, 

















1938 THE AUSTRALIAN ACCOUNTANT 65 


correct, and initialled accordingly, an operation statement can be 
typed up; but definitely not before. 

The recaps. are posted in detail to the theatre expense summary 
books, and it is from here that weekly, quarterly, half-yearly and 
yearly comparison of expense figures are obtained, and the neces- 
sary details for profit and loss account, schedules, income tax 
statements, etc., are secured. So much for the voucher register. 


CasH Book 


Now I must refer to the cash book. This is like any other cash 
book, divided into two sections—debit and credit. The debit section, 
as previously indicated, includes the figures from the theatre receipt 
summaries in total, but we also have to include income received 
and banked direct by the various branch offices and head office. 
The credit section includes the “cash disbursements” sheet, 
entered in total, also any bank charges and transfers of funds. 

The cash book is really quite straightforward and gives easy 
ledger control postings, and suitable cheque and bank deposits 
schedules for bank reconciliation purposes. 

Both voucher register and cash book are self-balancing weekly, 
and as a few entries only to the general ledger control accounts 
have to be made each week, a balance sheet can be taken out at 
very short notice. (As far as that goes, every week if desired, with- 
out great trouble or inconvenience.) There are no accruals or 
balance date calculations to be made, these being taken into account 
from week to week in the normal journal entries. 

I quite realise that such a brief explanation of an intricate book- 
keeping system evolved over a period of years can but give at best 
a hazy idea of the methods employed. However, I promised to 
tell you something regarding the treatment of inter-company 
accounts and eliminations, and the preparation of a public consoli- 
dated balance sheet (excluding the outside shareholders’ propor- 
tion of the assets and liabilities), and would also like to discuss 
some aspects of the financing methods employed. 


INTER-CoMPANY ACCOUNTS 


It is convenient for the parent company to make payments on 
behalf of subsidiary and allied companies. 

It is also an advantage for the subsidiary companies to be able 
to secure supplies and equipment from the parent companies’ 
store, publicity and film departments, or via the parent company, 
and so in practice a tremendous number of inter-company entries 
have to be made. 

A subsidiary ledger is kept to look after these transactions and 
cash adjustments are from time to time effected to clear the 
accounts. When a balance sheet is taken out, it is essential to see 
that the inter-company account in the parent company’s books 
agrees with the advance account in the subsidiary company’s 
ledger. 

E 
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ELIMINATIONS AND CONSOLIDATED BALANCE SHEET 


At each balancing date, a consolidated balance sheet and profit 
and loss account is taken out, and in this all inter-company accounts 
and inter-company transactions are eliminated. Such items as 
inter-company interest, rent, overhead, and dividends, are elimi- 
nated, so that the consolidated profit and loss account shows the 
actual aggregate combined figures of all profit and loss items for 
all companies. Similarly in the consolidated balance sheet, all 
inter-company accounts, advances, shares, etc., are eliminated. 
Where shares appear at more than par in the parent company’s 
books, an adjustment naturally has to be made, and this is effected 
through goodwill account. 

In the normal way, although the profit and loss appropriation 
account and capital account are subdivided at each balancing date 
to differentiate between proportions owned by outside shareholders 
and by the controlling interests, no attempt is made to split up the 
other assets and liabilities. However, once a year a consolidated 
balance sheet is prepared, excluding from each asset and liability 
the outside shareholders’ proportion and leaving only the interests 
of the parent company. 

This is published along with the public balance sheet each year. 
It is a very interesting job preparing this balance sheet, especially 
as the parent company’s shareholdings are not always a regular 
percentage. The help of a good comptometrist is a distinct advan- 
tage when preparing one of these balance sheets, and I can assure 
you that I should not like to attempt to do one without such a 
service. 


FINANCING 


Any bookkeeping system worth its salt does more than record 
past events. To be of any help to the management, it should be 
able to and must give up-to-date figures, and, if possible, accurate 
forecasts of the future, especially regarding that all-important 
section, the “bank position.” 

Each half-year, I prepare a statement of past financial facts, 
the profit according to the books, the actual “cash” profit for the 
same period, as well as other funds available, plus a detailed 
analysis of how this was utilised. I also take out an estimate of the 
cash position at the end of three months, six months, or a year 
ahead, as the case may be. This takes the bank position as it exists, 
plus any commitments and known liabilities, taxation, dividends 
payable or receivable, known income, estimates of profits, deprecia- 
tion reserves, etc. We also prepare statements of commitments 
for three years ahead, so that the directors have a pretty good idea 
of the future (based, of course, on previous results, and known 
facts). 

Our business is a fluctuating one, and yet it is truly remarkable 
how satisfactory and valuable these estimates are. I venture to 
say, and I think the directors of my company would agree, that 
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these two statements are most useful and tremendously important 
to them in their management of the Company’s affairs. 

And so, in conclusion, may I just say to you, as budding account- 
ants, that it is no good to prepare a lot of figures unless they are 
used. As accountants, you must aim to analyse and present the 
figures of the past, so that they will be of use and service for the 
future. 

Directors need, and usually appreciate, up-to-date facts and 
figures, especially if properly presented—naturally, they must be at 
the same time accurate, true and reliable. 

Just one other thing—always be on the look-out for ways and 
means of improving the methods in operation, and encourage the 
staff to submit any ideas, with this end in view. 





The Accounts of a Country General Store 
By STANLEY G. YOUNG, F.I.C.A. 


(One of the series of lectures on Retail Accounting Procedure 
delivered to the Commonwealth Institute of Accountants, Victorian 
Division) 


In dealing with the subject of the lecture I am taking as my 
basis a country general store (a company), with which I am 
familiar. 

This store deals in: 

All Grocery lines, 

Drapery, 

Mantles and Millinery, 

Boots and Shoes, 

Hardware, 

Furniture, 

Crockery and Glassware, 

Timber, Galvanised Iron and Wire, 
and also handles on a commission basis : 

Farming Machinery, 

Fire Insurance. 
The turnover done in the lines above (exclusive of those handled 
on commission) would approximate between £50,000 and £60,000 


; annually ; roughly, 50% of this would be cash sales and 50% credit 


sales. 
_ I therefore propose to outline briefly the accounts system as 
installed to handle the above business. 


SALES RECORDS 


Commencing with the sales, the usual type of duplicate counter 
dockets is employed in each department, each salesman using a 
separate book. 
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Using the Lamson Carrier system, the cash sale dockets, along ; , 
with the cash, are despatched to the cash desk, where the cashier | 7 
gives the receipt on the original, and files the duplicate on a file i in ton 
the desk. 2 | get 

The original of the credit sale docket to the customer, and the} rec 
duplicate, is despatched to the general office, where they are iz 
accumulated for the day. man 

At the close of business for the day, the cashier hands over her’ 
cash and the cash sales dockets. The first job in the general office) det 
next morning is to: E me 

(a) Check the salesmen’s docket books to ensure that all] a pu 
dockets are accounted for. f. acc 


(b) Check the extensions. Prepare a summary of the pre) 1! 





vious day’s cash sales. 
(c) Check the extensions and prepare a summary of the ~ 
previous day’s credit sales. 
Each salesman’s dockets are summarised separately and then 
aggregated for each department, viz. : det 
Grocery Drapery q 
Hardware Boots and Shoes det 
Timber Show Room thi: 
Furniture Crockery and Glassware. ’ 
The totals of all departments should agree with the cash taken and bal: 
it is the cashier’s responsibility to see that this is so. » ref 
The total cash is entered daily in the “cash sales” column of the} duy 
receipts cash book, and the daily totals for the departments areQ duy 
entered into the “cash sales” summary book, a book with nine : thi: 
money columns, providing headings for the total daily sales and 
each of the eight departments. J ( 
RECEIPTS FROM CUSTOMERS, ETC. = wh 
The type of receipt used for receipts to customers is a vote “9 
book—twelve receipts to each page—the original receipt going to} a. 
the customers, second copy to the ledger keeper, third staying in} f- 


the book. The form of receipt provides for three columns: 

Discount, 

Ledger Account, 

Sundries, 
and is so arranged that the figures in each column appear clearly § 
on the duplicate and the triplicate in columns which are totalled 
daily. These daily totals are entered into the receipts cash book, ® 
which is a bound book with headings as under: 

Discount allowed, 

Customers’ Ledger Accounts, 

Cash Sales, 

Sundry items, 
Bank Deposit. 
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As you will no doubt have gathered from the above, the receipts 


™ are hand written. There is, in the country, the problem of cus- 


tomers giving cheques for amounts in excess of their debt due, and 
getting change, which renders the use of the combined form of 
receipt—cash book record and bank pay-in slip impracticable. 

The credit sale dockets are then sorted into alphabetical order 
and handed over to the ledger keeper for charging on the accounts. 

The accounts system in general use in these stores calls for a 
detailed monthly statement to the customer. You find the same 
method employed here with the large city retail stores. Each 
purchase is set out in detail on the customer’s statement. Using 
accounting machines, this work, although voluminous, is handled 
in the particular store I refer to by one operator. 

Efforts have been made at various times to adopt the system of 
rendering accounts to give each day’s purchases in total, but it 
has been found in practice that the turning up of the dockets subse- 
quently to satisfy customers as to the details of the purchases, 
caused more loss of time than the labour involved in giving the 
detailed monthly account. 

The accounting machine enables the operator to prove each day’s 
debits with the total arrived at on the credit sales summary and 
this ensures an accurate monthly balance. 

The accounts are prepared in duplicate, and commence with the 
balance at the customer’s debit at the beginning of the month, and 
reflects all debit and credit transactions during the month. The 
duplicate copy in the customer’s ledger account and each customer’s 
duplicates are kept together in proper monthly sequence. Under 
this system no ledger cards are used. 


CrepDIT CONTROL 


Customers are, as a rule, well known to the departmental heads, 
who are kept informed by the office of any limitation on any cus- 
tomer’s credit. The responsibility is thrown upon the salesman, 
who, if in doubt, is expected to refer to the office. During the 
period of depression from which we have recently emerged, 
credit was very rigorously curtailed in the country districts, and 
the store managements have paid much more attention to this 
phase than was the rule previously. We now find that limits are 
placed on all accounts except where the customer is undoubted, 
and under the system of ledger posting referred to, it is possible 
for the movements in a customer’s account to be kept under prac- 
tically daily scrutiny. 

Some figures in regard to the matter of outstanding accounts 
may perhaps prove of interest at this stage. 

In one concern I have knowledge of, the outstanding accounts at 
June 30, 1929, stood at £17,000. 

The annual turnover on credit sales was £47,000. 

Between June 30, 1929, and June 30, 1937, bad debts amounting 
to £9,800 had to be written off. 
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The outstandings at June 30, 1937, were £5,190. 

It is needless to say that the reserves existing for bad debts at 
June 30, 1929, proved quite inadequate. 

With the system of ledger accounts outlined above, the Cus- 


tomers Ledger balances are listed each month under the following § 


headings : 
Over 60 days, 
Over 30 days, 
Current month, 
Total, 
which brings very clearly before the management the position of 
the debtors’ accounts, and enables control to be kept. 
It is a matter of some difficulty to provide adequately for the | 
occurrence of bad debts in regard to country stores, particularly 


those situated in wheat-growing areas, where seasonal conditions 7 


exercise such an important influence. 
Taking a lesson from the recent depression, I favour setting aside 
an annual reserve of at least 14% of the credit sales turnover, and 


building a reserve up to an manutd equal to 10% on the outstand- § 


ings. 
PURCHASES 
Ordering of all goods is sanctioned by the general manager. 


Goods as received are checked with the invoices and certified J 


to by the head of the department concerned. 

The invoices are then turned over to the ledger keeper and are 
posted with the aid of the accounting machine on to duplicate 
account forms, the original being used as a remittance advice when 
the account is paid, the duplicate being filed for record purposes. 
The purchases are dissected over the various departments on cards 


which are, in turn, entered into the purchases summary book, and & 


posted to the appropriate general ledger accounts. 
The analysis of the purchases calls for headings for each of the 


eight departments, together with the items of expenditure or items § 


of overhead and of a capital nature. 
Freights—Rail freights inwards are separately analysed over § 


each department, or the items of overhead on which the charge is 
incurred. 4 


PAYMENTS CasH Boox 
This book provides for the following columns: 


Discount received, 4 


Merchants, 
Customers Ledger accounts, 
General, 


Cheques drawn. a 


Book is totalled monthly and the totals taken to the appropriate J 
General Ledger accounts. Columns 1, 2 and 3 are self- J 
explanatory, and entries therefrom are posted on to the respective 
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Merchants Ledger account or Customers Ledger account as the 
case may be. 

The Sundries Column takes care of all payments directly affect- 
ing General Ledger accounts such as: 


Wages and Salaries, 

Petty Cash Advances, 

Rates, Taxes, Insurance, etc., 
and is summarised each month over the respective expense heads 
and posted to the relevant ledger account. 

Reconciliation is made with the bank pass book from time to time 
and completed in the usual method each month. 
Petty CasH DISBURSEMENTS 
This is dealt with in the advance method, using columnar book 
providing for the following headings: 

Cash Advances, 

Total Expended, 

Departmental Purchases, 

Produce Purchases, 

Stamps and Telegrams, 

Bank Exchange, 

Sundries. 

The book is totalled monthly. Departmental purchases and sundries 
columns analysed and posted to the relevant ledger account. 
JOURNAL 
This provides for three columns on the Dr. side and Cr. side, 
headed : 

Customers Ledger, 

Merchants Ledger, 

General Ledger. 

Totalled monthly and ruled off, the General Ledger items being 

posted in detail to the respective accounts in the General Ledger. 

Customers Ledger and Merchants Ledger totalled, are posted to 

the individual accounts concerned, the monthly total being carried 

to the debit and credit respectively of the private ledger adjust- 
ment account. 

Waces REcorpDs 

A book is kept for recording the weekly pay to the staff, giving 

a total substantiating the cheque drawn, and giving the direct wages 

incurred in each department, and the office and management 

charge. These figures are summarised monthly, half-yearly and 

yearly, but the general ledger account provides for the total only 
being shown. 

CoMMISSION EARNINGS 

The insurance agency is conducted strictly. All collections 

of premiums are banked to a trust account and remitted monthly 

to the insurance company. The company, in turn, remits the com- 

mission due to the agent monthly and this amount is credited direct 
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to commission account from the receipts cash book. The farm 
machinery commissions are handled in this latter way also. It is 
necessary, at balancing periods, to bring in commission accrued 
through the journal. 


GENERAL LEDGER 


The ledger on loose-leaf principle is used and the accounts 
marshalled in the following order: 
Liabilities and Assets— 


Capital Accounts, 
Merchants’ Accounts, 
Sundry Creditors, 
Reserve for Bad Debts, 
Property, 

Plant, 

Fixtures, 

Motor Cars, 

Motor Trucks, 
Customers Ledger Accounts, 
Sundry Creditors, 
Bank Account. 


Trading Accounts, Departmental— 


Grocery, 

Hardware, 

Timber, 

Furniture, 

Boot and Shoe, 

Drapery, 

Show Room, 

Crockery and Glassware, 
Commission earned, 
Discount earned. 


Expense Accounts— 


Wages and Salaries, 

Advertising, 

Printing and Stationery, 
Wrapping, Paper Bags and String, 
Rates and Lighting, 

Insurance, 

Delivery, 

Depreciation, 

Travelling, 

Telephone, 

Stamps and Telegrams, 

Repairs, 

Donations and Subscriptions, 
Directors’ and Auditors’ Fees, 
Taxation, 

General Expenses. 


ft 
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Siac 


e farm I do not propose going into the accounts set out above in detail 
. It is Mas I feel you are quite familiar with their uses. 
uccrued | It is, perhaps, of some interest to draw attention to the method 
» of handling the departmental accounts. 
Under each department is recorded the purchases and sales 
scounts | applicable to it, columnar ledger sheets being used with the follow- 
ing headings : 


Debit— 
Purchases. 
Freight inwards, 


Sundry items, 
Total. 


Credit— 
Sales—Cash, 
Sales—Credit, 
Sundry items, 
Total. 


In this way the separate figures for each department are readily 
on hand and, to my mind, it presents a more convenient method 
of handling departmental figures than by having separate accounts 
for sales and purchases for each department. There are eight 
departments involved and this would mean sixteen accounts to 
handle the departments’ figures in separate sales and purchases 
accounts. 

A convenient form of setting out the trading account is given 
hereunder : 


Debit Side Stock at Purchases and Gross Profit Total 
Beginning Freight 


we 


Ea¥e 





Department 
Credit Side Sales Made Stock atend Total 
Cash Credit Total of period 
Department 
Summary 
To Stock at beginning By Sales—Cash 
» Purchases and Credit 
Freight » Stock on hand at end 
» Gross Profit of period 





| Having briefly outlined the form of accounts, I will now refer 
to the data which it is expected should be available therefrom. 
The concern I have been using as an example being a company, 

with a board of directors holding monthly meetings, it is necessary 

for statements of the store position to be available monthly. 
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These statements embrace the following details: 








































Total 
From last 
balance date to Last 
Month — end of month year’s 
just closed just closed figures 
Total Sales— 
OS) OS ee ee £ £ 
Dies Awl oc. cs oe ce ce ce ZB £ £ 
5 eee £ £ 
Monthly Average . £ £ £ 
Purchases— 
Figures for each department .. .. £ £ £ 
Cash Position at end of month just 
closed— 
Outstanding Debtors: 
60 days and over .. £ £ £ 
30 days and over .. £ £ £ 
Current .. .. £ £ £ 
Total .. £ £ £ , 
Balance at Bank .. .. £ £ £ | 
Owing to Merchants .. .. .. .. .. £ £ £ 
Stock Position at end of month just 
closed— 
Stock at last balance date .. .. . £ £ 
Purchases, last balance date to end 
of month just closed . : £ £ 
Sales all Departments .. .. x a £ £ 
less Estimated Gross Profit— 
All Departments és £ £ 
Estimated Stock held .. .. .. .. £ £ £ r 





Dealing with store management, one of the most important J 
matters is the control of the buying. In a business of the size 1 
have taken as an example, the manager is, to a great extent, | 
dependent upon the advice of the departmental heads as to what 
shall be bought, and the quantities. Groceries do not present the 
same difficulties as the clothing and wearing apparel. In these 
departments the goods have to be ordered ahead and there is the By 
matter of seasonal requirements and fashions to be taken care of. 
The customer in the country is as well informed as the city | 





as to which is the up-to-the-minute style. It is, therefore, important 
to have some planned form of monthly allocation of purchases for 
each department, past sales results being used as a basis modified ie 
according to movements in the current sales. : 
With the gross profit earnings in each department as arrived a 
in past years, it should be possible for the store accountant to § 
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arrive at an estimated monthly stock in each department and to 
show month by month the relation of the purchases made to sales 


made. 
A form of summary to show the above facts is given hereunder: 


Ratio Stock 
Sales Gross 9% to NetCash Average carried 
Department made Profit Sales Sales Stock tonet cost 
earned carried _ of sales 





Partnership Accounts—Il 
By R. Keita Yorston, A.I.c.A. 


[Being extracts from a lecture delivered before the Common- 
wealth Accountants’ Students’ Society (N.S.W. Division) on 
September 29, 1937—Continued from page 464 of the January 
issue. | 


6c. Dissolution Where Garner v. Murray Decision is Raised 


Candidates are warned not to assume that a partner is insolvent 
unless the question states so. Always assume that a partner has 
the necessary means to pay in any deficiency on his capital account 
unless the question indicates that he is insolvent, etc. If the above 
decision is followed it is absolutely essential to add a note to your 
answer to this effect. Briefly, the Garner v. Murray decision is to 
the effect that: 

1. There is a difference between a partnership loss and a part- 
ner’s loss. Partnership losses are to be divided as agreed 
upon, o1, in the absence of agreement, equally, but partners’ 
losses, unless specially covered by agreement, are not pro- 
vided for in the Act. 

2. Partners’ losses are to be borne by the other partners in 
preportion to their capitals, and not in the proportion the 
partners have agreed to share profits and losses. 

3. To foliow the decision strictly, the solvent partners should 
actuaily pay in cash to cover their share of the loss on realisa- 
tion. From the accountant’s viewpoint this is considered 
unnecessary, and in some cases not possible. The accountant’s 
method is to charge to each partner’s capital account his pro- 
portion of the deficiency on realisation, which gives the same 
result. If the amount standing at the debit of the insolvent 
partner’s account be then transferred to the remaining part- 
ner’s capital accounts (by journal entry), in proportion to 
their capital, the cash balance—assuming that all assets have 
been realised and all liabilities discharged—will then be just 
sufficient to repay to each partner the amount due to him. 
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4. The Garner v. Murray decision applies: 
(a) Where there is a loss on realisation. 
(b) Where there are at least three partners. 
(c) Where one partner’s capital account is in debit, and it is 
impossible to obtain payment from him. 
(d) Where there is no agreement between the parties to the 
contrary. 


Question 

Cohen, Kelly and McGregor are partners, sharing profits and 
losses equally. Following on some years of poor trading, Kelly 
invested heavily in some private enterprises, which proved unsuc- | 
cessful. He then drew substantial sums from the business, and on 
June 30, 1930, his capital account was in debit £800, the capital of 
the other partners being: Cohen £3,000, and McGregor £2,000. 

The assets of the partnership were: Bills receivable, £1,750; 
sundry debtors, £1,200; stock on hand, £2,050; and lorries, § 
£1,000; whiie the amount owing to sundry creditors was £1,64V. | 
The bank account was £160 overdrawn. Kelly was not in a posi- § 
tion to contribute anything to the business, and it was decided to 
dissolve the partnership. A sum of £5,100 was received on J 
realisation of the assets. Show the accounts covering the realisa- § 
tion of the firm. 


ke ES Oy} 


Si 





Solution 
To Bills receivable .. £1,750 By Cash proceeds of ' 
,, Sundry debtors .. 1,200 realisation .. .. £5,100 
55 GOOCK 1. os 2s os «62000 08060, -Less on résiisation 900 
EMD fs ca. en 1,000 

£6.000 £6,00 





To Loss on realisation £900 By Share of loss— 
Cohen (1/3rd) .. £30 
Kelly (1/3rd) .. 300 
McGregor (1/3rd 300 


£900 £90 FF 








CAPITAL ACCOUNTS 
Cohen McGregor Kelly 





Dr. 
70 Belews .. <. «. — — £800 
» Share of loss on 
realisation .. .. £300 £300 300 
» ohare of Kelly’s 
Deficiency . .. 660 440 — 
EE cote Be is, 2,040 1,260 — 





By 
£3,000 £2,000 £1,100 
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Cohen McGregor Kelly 








Cr. 
By Balance .. .. .. £3,000 £2,000 aoe 
is i » Share of deficiency— 
4 Cohen... .. ~— -— £660 
he McGregor... — _— 440 
a £3,000 £2,000 £1,100 
nd — IN 
7 oe BANK ACCOUNT 
: r. 
- To Proceeds of realisation .. .. .. .. ..1.. £5,100 
“s £5,100 
w pe Cr. 
ie ee ere eee £160 
3. 0 PRE re ee eee ee 1,640 
to 1» Cohen capital account .. 2... 62 20 os + 2,040 
on » McGregor capital account ............ 1,260 
“Tl £5,100 


e Notes-—(1) The deficiency of Kelly has been apportioned 
=) between Cohen and McGregor, in the ratio of their respective 
capitals (Garner v. Murray) 

(2) Cohen and McGregor should, to follow strictly the ruling 
in Garner v. Murray, introduce cash to cover their loss on realisa- 
tion, but from the accounting aspect, when the introduction of such 
cash is unnecessary, i.e., not required to meet creditors, etc., the 
capital accounts are adjusted as above, and without the actual intro- 
duction of cash, 





Be: (3) Students working an examination question, where it is 
™ necessary to follow this decision, should indicate this fact as a note 
‘§) to their answer. 
» 6d. Dissolution Where the Partnership Business is Purchased 
a by a Company 
; 1. Prepare balance sheet, if not already prepared. 
1 2. Open realisation account, and debit this with the assets taken 
2 over, crediting, of course, the various asset accounts. 
a 3. It is important to note that cash and bank balances will be 
" debited to realisation account if these are taken over, and 
; they usually are in such a case. 
a 4. If the company assumes the liabilities, the different liability 
ie accounts will be debited and realisation account credited. 
5. Open an account for the purchasing company, and debit it 


with the total purchase price, and credit same to the realisa- 
tion account. 
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see 
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The expenses of realisation will be credited to cash and 
debited to realisation account. 

The balance of realisation account will be the profit or loss 
on transfer to the company, and will be carried to the part- 
ners’ capital accounts in the agreed profit and loss pro- 
portions. 

Accounts for the different items represented in the purchase 
price will then be opened, i.e., shares, debentures, cash, etc., 
debiting these accounts with the amount received from the 
new company, and crediting the purchasing company’s 
account, thus closing it. 


Any liabilities not taken over by the new company will be § 


paid, i.e., credited to cash and debited to the account, thus 
closing it. 

Any reserves will be transferred to the capital accounts of 
the partners in the agreed profit and loss proportions, or they 
may be transferred to the credit of realisation account. 
The only accounts then remaining open will be those repre- 
senting the assets received from the company. These 
accounts will be closed by crediting them and debiting the 
different partners’ capital accounts in the proportion they 
have agreed to share them. Quite frequently the question 
will indicate how the shares and debentures are to be divided 
between partners, but no mention may be made as to how 
the cash will be divided up. This will be apporticned accord- 


ing to the balance in each partner’s capital account after he 
has been debited with shares, debentures, etc. If no 
arrangement is made, the shares, etc., will be apportioned 
according to the balance of the partners’ capital accounts 
after the adjustments have been made. £ shares cannot, of 
course, be “broken,” and calculation must be made to the 
nearest share. 


General Note.—It is interesting to note that when a firm is being 
converted into a limited company the partners should receive 
the same share in the profits of the company as they had in the firm; 
also, their income from the company, in the shape of directors’ 
fees, salaries, etc., should attract the same income tax incidence; 
also, they should have the same right to return of capital in the 
company as they had in the firm. 


6e. Dissolution Where One Pariner Purchases the Assets 


This type of question used to be frequently met with in the 
Final Commonwealth Examinations, although it has not appeared 
of recent date. For the purpose of illustration, an old examina- 
tion question, as follows, was selected: 

Question 

Cohen and Kelly are in partnership, sharing profits and losses 
equally. Kelly retires on December 31, 1937, at which date the 
balance sheet of the firm was as under: 





© culat: 


Solut 


Af 
Kelly 
fore, | 

Th 
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Debit 


1938. 
Marc 
7 
April 
7 


June 

T 

Sept. 
7 


Dec. ; 
1 
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Liabilities Assets 
Sundry creditors .. .. £1,600 Bank .. .. .. .. .. £460 
Cohen capital account 2,100 Sundry debtors .. .. 4,000 
Kelly capital account . 1,100 Office Furniture .. .. 340 


£4,800 £4,800 


Cohen is to take over the furniture at £300, and to allow Kelly 
£500 for goodwill. The debtors were realised at an average date 
of three months, less a loss on bad debts of £210, whilst the credi- 
© tors, less an allowance of £50 for discounts, were paid off at an 
average date of four months 

Cohen pays Kelly £250 cn March 31, £250 on June 30, £250 
on September 30, and the balance at December 31. 

Draw up the account current between Cohen and Kelly, and 
5 show the final payment made to Kelly on December 31, 1938, cal- 
© culating interest on a monthly basis at the rate of 6% p.a. 


Solution 
q CAPITAL ADJUSTMENT ACCOUNT 
; To Furniture... .... £40 By Discount . *4 
» , Bad debts .. .. .. 210 ,, Cohen capital a/c. . 
» Kelly capital a/c. .. 


£250 £250 


After the adjustments are made, Cohen’s capital is £2,000, and 
Kelly's £1,000. Assets are distributed in ratio of capitals, there- 
fore, Cohen is entitled to 2/3rds and Kelly 1/3rd. 

The account current will be in the following form: 

KELLY IN ACCOUNT CURRENT WITH COHEN 
Debit Side 
1938. 
March 31. Mos.  Interes Principal 
DOGMOR ss ccss cece 3 QGee ae £250 0 O 
April 30. 
To Sundry Crs., 1/3rd 
a ee 

June 30. 
as (aa he 7 10 50 0 

Sept. 30. 
ee 3 15 50 0 
Dec. 31. 

To Balance of Interest . . 58 17 — 
aE ws i on cee abe -- 808 17 


20 13 





£102 10 £2,075 11 
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Credit Side 
1938. 
Jan. 1. Mos. Interest Principal 
By Office Furniture, 1/3rd 
a G20 ....+ @ £6 0 £100 0 
, Cash, 1/3rd of £460 12 9 4 153 6 
op SUE oes os oe TB 30 0 500 0 
March 31. 
By Sundry Drs., 1/3rd 
of £3790 ..... 9 56 17 1,263 6 
Dec. 31. 
By Interest per contra 58 17 





£2.075 ll 





The Australian Accountant is published on the 25th of each month. 
tributions, correspondence, etc., intended for publication should be addre 
to A. A. Fitzcera.p, Editor, The Australian Accountant, 440 Little Colli 
Street, Melbourne, C.1, or to any of the undermentioned members of f 
Editorial Staff, and should reach the Editor not later than the last day 
the month preceding the month of issue. 


Editorial Staff: 
Associate Editors— 
Taxation .. . J. A. L. Gunn, F.1.c.a. 
Company, Bankruptcy and Account- 
a ee .«- J. S. McINNEs, F.1.c.a. 


Assistant Editor and Editor niet 
Seciem 2. «+ ‘ O. R. MacDonaALp, A.LC.A. 


N.S.W. Petits .. .. «. «. P.E. Wirtsurrr, a.t.c.a., 58 Barif 
Road, Northbridge, Sydney, 
South Wales. 
Contributions which are regarded as unsuitable for publication will 
returned to the sender, but no responsibility can be accepted by the Edite 
Books and periodicals for review should be sent to the Editor. 
Correspondence must be accompanied, as a guarantee of good faith, 
the name and address of the writer, not necessarily for publication. 


Inquiries regarding advertisements should be addressed to the Advertis 
Manager, H. J. C. Boyp, 343 Little Collins Street, Melbourne, C.1. Ph 
F 6782. 


The views expressed in this journal are not necessarily those of 
Councils of any of the Institutes for whom the journal is published. 


The postage required for this issue is: 
Within Australia—ld. 
To United Kingdom, New Zealand and within the Empire—2d. 
To U.S.A., and other Foreign Countries—3d. 








